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ABSTRACT 
Protection from risks, natural or inherent in any human activity 
and the adversities in life, has always been the necessity of people at all 
times and in all phases of human civilization. The mechanism evolved 
to have the needed protection from risks and mishaps developed in the 
form of present day 'Insurance.' 
Life Irisurance provides a safeguard both for living too long or 
dying too young. The insurer in consideration of a stipulated premium 
agrees to pay to the insured or his beneficiary a fixed sum of money on 
the occurrence of death or some other mishap. The mechanism of 
insurance is based on sharing of risk and proportionate distribution of 
risk among the same group of people. 
In India, insurance came during the British rule. The first 
insurance company established in 1818 by European was the Oriental 
Life Insurance Company for insuring life of Britishers in India. The very 
first life policy on Indian life was, however, issued in 1845. The Indians 
entered into insurance business in 1871. The Indian Mutual Life 
Insurance Society was the first, followed by the Oriental Government 
Life Insurance Company established by the Govt, in 1873. In later years, 
however;, a number of other Indian insurance companies were 
established. In order to control and regulate the growing insurance 
business, the Government passed first insurance Act in 1912, followed 
by another one in 1938. Since the insurance business was in the private 
hands, the insurance companies indulged in malpractices of 
embezzlements, abrupt closures, bankruptcy, etc. which resulted in the 
loss of policyholders money and shattering the confidence of people in 
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insurance. To stem this rot and also to gamer savings for capital 
formation required to finance the Five Year Development Plans 
launched by India soon after independence in 1947, the government 
took the momentous decision to nationalize the insurance business. 
The Life Insurance Corporation of India (LIC) came into existence 
in 1956 as a statutory Corporation and the insurance sector was totally 
taken over by the Government of India. LIC became a monopolistic 
public sector organization having a protected market with no entry of 
private or foreign insurers. The Corporation's status remained 
unchanged till the end of the twentieth century. In April 2000, the 
government of India, under this ongoing process of economic reforms, 
opened the insurance sector to private participation. This changed the 
status of LIC and pitted it as an insurer of public sector against the 
private life insurance companies in the private sector in a competitive 
market environment. 
During the period of 45 years from 1956 to 2000, the LIC 
functioned as the single institution in India's insurance sector. Over the 
period the Corporation's growth had been tremendous both 
organizationally and financially. 
Organizationally the Corporation has a network of 2048 branches 
spread all over the country with a deep reach into the rural and remote 
areas, employs 1.24 lakhs people on regular basis and engages an 
additional force of 5.59 lakhs agents on commission basis. By 
establishing its branches in some foreign countries, the Corporation has 
also attained the status of a multinational Corporation. Product-wise 
the Corporation ha a wide range of insurance policies, annuity schemes, 
group insurance, superannuation and pension plans which cater to the 
requirements of different classes of buyers of insurance products in the 
country. Innovative nature and beneficial returns have made the 
Corporation's products popular and appealing to the Indian masses. 
Lie's promotional strategies brought about phenomenal 
development of the insurance sector in India. Economic indicators bear 
out the growth of insurance industry quite distinctly. The contribution 
of life insurance funds in the gross domestic savings significantly 
increase from 5.98 percent to 9.24 per cent over the period of this study 
1990-91 through 2004-05. As one of the important components of the 
household sector savings, the net percentage yearly increases 
demonstrate that total volume of the life insurance funds rose to 30.2 
percent in 2004-05 as against 24.07 percent in the year 1991-92. 
The global comparison of insurance penetration reveal that the 
share of insurance premia as percentage to Gross Domestic Savings 
increased to 2.53 in 2005 as against 39 percent in the year 1999 for which 
period the data could be available. Likewise, the density of insurance 
when compared on international level reflect that the per capita 
premium paid in India for life insurance rose to 18.3 US dollars in 2005 
as against 6.1 US dollars in the year 1999. The global comparison of 
insurance penetration as well as density also show that India despite 
improvement in both the cases, is still for behind not only from the 
developed but many developing countries of the world. 
Financial inflows for capital formation to LIC through 
mobilization of savings as premiums have risen tremendously in 
quantum during the time space of the study 1990-91 through 2004-05. 
Statistics reflects that the aggregate funds inflows have increased 13 
fold from Rs. 8,517.19 crores in 1990-91 to Rs. 1,12,346.24 crores in 2004-
05. The largest contributory source of financial inflows is the 'Individual 
Assurance Business' both 'new' and 'existing'. Contribution of 
'Individual Assurance' business to the LIC's total funds inflows 
accounts for 55 percent on an average yearly basis. Income from 
investments constitutes the second largest source of financial inflows to 
the Lie. It contributes around 1/3'''' or 33 percent, on an average yearly 
basis, to the aggregate funds accumulation of the LIC. Group Insurance 
premiums and Group Superannuation premium occupy the third place 
among the sources of financial inflows to the LIC. They have 
contributed in the range of 6 to 9 percent to the aggregate funds inflows 
of the LIC over the period of this study 1990-91 through 2004-05. 
Pension and Armuity Plans make the contribution of around one 
percent, on an average yearly basis, to the total financial inflows of LIC. 
'Miscellaneous' income which had been negligible being less than one 
percent till 1998-99, shows a rising trend and improved its contributory 
share from 2 to more than 3 percent in aggregate capital formation by 
the LIC. 
Being a nationalized financial institution, the LIC has the 
obligation to play its role and channelize these steadily and regularly 
growing funds for the socio-economic development of the country. But 
the liability characteristics of the institutionalized savings, of which the 
LIC's investible funds are made up, impact the freedom and limit the 
scope of investment avenues for the Corporation. On 
institutionalization, the savings change in their character. 
Firstly, the savings in the individual hands are devoid of 
'investment' characteristics as they are smaller in amount and the saver 
neither has boldness to take risks involved in investment nor the 
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knowledge and experience for making investment decision. When 
savings get institutionalized into a huge part of funds, they attain the 
'investment' characteristics. Secondly, as the money is to be returned 
with an increment in the principal amount, the investment should not 
only be safe but also maximize return with adequate liquidity. The 
institution holds the institutionalized savings as the trust money with a 
fiduciary duty to ensure their safety. But maximization of return with 
safety and adequate liquidity are inversely related to each other. 
Thirdly, since the institutionalized savings are nation's financial 
surplus, the investment needs to be congruous to public interest. The 
country has first claim for employing the institutional funds to finance 
the activities of general welfare of the people, like development of social 
infrastructure and industrial sectors so that the quality of life of the 
people improves. 
Because of the liability characteristics of LIC's investible funds 
involving the protection of public interest, every government finds it 
imprudent to leave the investment decision of insurance funds purely 
to market forces or to the sole decision of a few individuals. 
Accordingly, the investment of insurance funds is regulated by means 
of legislations in majority of countries world over. 
The legal framework laid down by India for the regulation of 
investment of insurance funds represents a 'Prescriptive Model' which 
requires the insurance companies to follow a mandated pattern of 
investment in making assets allocation decisions. The Insurance 
Regulatory and Development Authority (IRDA) established to regulate 
the insurance sector, opened in 2000 to participation by private life 
insurance companies, also followed, more or less, the same old 
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'Prescriptive Model' except that the quantum of investment in 
government securities has been reduced significantly by IRDA. The LIC 
and other private life insurers have now somewhat greater freedom to 
invest their funds, of course, within certain parameters. 
Legal framework and the liability characteristics of LIC's 
investible funds, thus, delineate the scope of investment for the LIC. 
The Corporation has to operate within the tether set by the government 
legislation in the matter of assets allocation for its investment portfolio. 
The legal stipulations are heavily tilted in ensuring security of 
policyholders funds and require the LIC to search out avenues of 
investment which provide to the Corporation security of investment 
with maximization of return as well as adequate liquidity. Matching 
assets with maturity of securities and loans can ensure liquidity. But 
returns are inverse to security and liquidity and require investment is 
risky assets to earn high return. The LIC, however, cannot indulge in 
speculative stock market investments as they are not commensurate to 
its liability characteristics and regulatory stipulations. 
Investments of LIC are, therefore, preponderantly in high grade 
safe and non-risky securities. Statistics exhibiting the investment of LIC 
reveal that Stock Exchange Securities portfolio occupy pre-dominant 
position in the investment portfolio of LIC. Stock Exchange Investment 
have grown twenty three fold in monetary terms at a yearly growth rate 
of 25% in an average. Included in Stock Exchange Securities are 
government of India securities. State Government securities. 
Government guaranteed bonds including Treasury Bills, Approved 
Securities, Shares and Debentures of companies and 'other securities'. 
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A deep insight into the break up of total Stock Exchange 
investments show that Central and State Government securities, 
government guaranteed bonds including Treasury bills account for 
around 70 percent of the total investments made by LIC in Stock 
Exchange securities. 
Government securities have distinct characteristics that suit the 
LIC or an investor. Maturity pattern of government securities are a 
special feature to insurance investors. Although government securities 
carry a contractual maturity period, yet some of the issues provide for 
retirement prior to the final maturity at the option of Treasury. Yet 
other kinds of government issues carry the provision which give the 
investor the option of establishing the maturity date at any time prior to 
contractual date of issue. Some government securities have a 'call 
option' tag which authorizes the Treasury Department to call these 
issues for retirement a few years before the date of maturity. Thus, in 
addition to safety feature, the liquidity feature is also present in 
government securities. 
Shares and debentures of companies constitute 18 to 25 percent of 
the total stock exchange operation of LIC and rank second in stock 
exchange securities portfolio. 
A noticeable significant change is that investment allocation to 
corporate shares and debentures have taken a quantum jump after 
2000-01 from Rs. 35,257.17 crores invested in 2000-01, the investment 
allocation to corporate shares and debentures soared to 66,013.10 crores 
in 2004-05. The change effected by IRDA in reducing percentage of 
investment in government securities and correspondingly increasing 
the percentage of investment in 'other securities' is the impacting factor 
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for this significant shift. Another change is indicated in the shift of 
preference of LIC from investment in corporate debentures to equity 
shares. Till 2002-03 investment in debenture ranged around 90 percent 
and in equity around 10 percent. In 2003-04, investment in corporate 
bonds dropped to 42.4 percent and further to 31.9 percent in subsequent 
year 2004-05 while investments in equity correspondingly increased to 
57.6 percent in 2004-05 and further to 68.1 percent in 2004-05. 
Investment in 'Approved Securities' have declined from 14.7 
percent in 1990-91 to 0.7 percent in 2004-05 relative to aggregate 
investments of LIC. But in 'Other Securities', the investments drew a 
blank in initial years of the study but picked up from 1997-98 from 0.4 
percent rising to 11.1 percent in 2004-05 relative to aggregate 
investment in Stock Exchange Securities. 
As compared to aggregate investments of LIC, investment in 
share and debenture of companies account for less than one percent 
1990-91 through 2004-05 a yearly basis. Loans occupy the second largest 
investment outlet in the portfolio of LIC volume of loans grew six fold 
from Rs. 8859.14 crores in 1990-91 to Rs. 54238.62 crores by 2004-05. 
Borrower wise data reveals that central and state governments had been 
the predominant borrowers upto 2001-02 accounting for 43 to 68 
percent of the total loans advanced by the LIC. But a significant shift is 
noted in loan advances in the liberalized era of insurance industry from 
2002-03 onwards. Loans to Government drastically fell to range 
between 5 to 9 percent only and loans to companies, against policies to 
policyholders and to 'others' borrowers increased correspondingly. The 
shift in favour of 'Other borrowers' is outstandingly large as loans to 
them which accounted for 3 to 6 percent of the total loans upto 2001-02 
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have become the largest borrowers gettir\g 63.1, 53.1 ar\d 44.5 percent of 
loans in the years 2002-03, 2003-04 and 2004-05 respectively. 
Prominent feature of LIC's loan advances exclusively noticeable 
is that the Corporation, in pursuance of IRDA regulation has been 
channelizing the loans for development of social and infrastructure 
sectors. The loan investment to these sectors increased around five 
times in volume over the time space 1990-91 to 2004-05 of the study and 
accounted for more than 13 percent on an average yearly basis oi the 
aggregate loans advanced by the LIC. These loans mainly flowed for 
the development of power, housing, water supply and sewage, 
trarisport and industrial development. 
'Special Deposits with Central Government' are another avenue 
of investment in LIC portfolio. In the initial years of the study, these 
deposits rose from 1 to 11 percent of the total LIC's from 1991-92 to 
1997-98 investments but exhibit a decline consistently each subsequent 
year reaching to a naught in 2004-05. Correspondingly, the investments 
in Stock Exchange Securities increased tremendously. 
'Other investments' governed by 'Exposure' and 'Prudential' 
norms and include immovable property, preference shares and 
investments in equity convertible part of debentures, maintain a 
fluctuating trend of yearly growth although in absolute monetary terms 
'Other investments' rose from 261.31 crores in 1990-91 to Rs 2982 crores 
in 2004-05 registering a 11 fold growth during the period. As percentage 
to total LIC's investments, 'other investments' account for less than 1 
percent on an yearly average basis, 1990-91 through 2004-05. 
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The study concludes that the pattern of investment of the LIC has 
deep influence of the legal stipulation. The LIC is under obligation to 
observe the quantum and direction, laid down in prescriptive model in 
making investment of its funds. This limits the freedom of the LIC of 
investing the fund in high-income yielding risky securities or cross the 
quantum limit if non-risky securities with adequate return are available 
in financing the industrial and infrastructural sectors. Because of the 
tether set for its investment operation the LIC is not able to take 
advantage of market conditions and increase yield on its investments. 
The private sector, which is grown fast in the wake economic reforms, 
remains significantly deprived of institutionalized saving of the LIC. 
In developed countries there has ever been logical pressure on the 
investment policy of insurers, to accept the risks of the private sector of 
the economy rather than to seek the risk-less safety and low yield of 
government securities and bonds. Accordingly, there has been an 
increasing tendency among the insurance companies in developed 
countries to take full investment advantage of their lack of need for 
liquidity and marketability. 
If we compare the Indian Regulations with those prevailing in 
U.K. which has a developed insurance market, there are no restrictions 
on the investment pattern in U.K. The value of assets has to be 
maintained at more than the value of liabilities. However, for valuation 
which is based on market value of assets, the admissibility of assets and 
caps on investments in particular assets have been specified. Yet, these 
rules do not preclude insurers from holding assets which are not 
admissible as long as they demonstrate solvency. The insurer has to 
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disclose all the investments completely so that the policyholders are 
aware of the investment pattern and its performance. 
Patterns of insurance investment, thus, emerge and respond to 
the different economic and social circumstances and requirements of a 
particular country. India is a developing country and for the accelerated 
growth of the economy and the country has embarked upon the process 
of economic reforms. Econonuc sectors are opened to free and 
competitive market and privatization of infrastructure, social and 
industrial sectors is fast taking place. In this scenario, the private sector 
has been gaining importance. In order to perform well to the 
expectations of the masses, the sector requires massive doses of 
financial assistance. Insurance funds representing massive 
accumulation from the savers in the economy must now flow to the 
private sector on whose shoulders the development of the country now 
rests. 
The investment model of the LIC, thus, needs to respond more 
positively to the emerging requirements for finance arising out of the 
economic reforms process assigning infrastructure, social, industrial 
and various other development activities to the private sector. 
However, LIC's participation in the shares and debentures of new 
companies in private sector is very insignificant in relation to its total 
investments. The LIC has made little attempt to provide equity capital 
to new industries and to alleviate the problem of scarcity of capital for 
the new enterprises. The LIC has to come out of the syndrome of 
security combining with return and liquidity for its investment and 
come forward to share the finance risks also, which the present Indian 
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economy throws to the financial institutions required to assist in 
economic development. 
The Corporation has all along followed a defensive investment 
policy which has no doubt earned adequate yield to discharge its 
obligation. But it has not taken full advantage of its position as the 
largest investor in the country. In future, the LIC is expected to mobilize 
huge personal savings and as such the Corporation cannot escape the 
responsibilities of financing the economic development in the country. 
Suggestion is therefore, made that after a thorough search of investment 
opportunities, the LIC should devise methods to assist the development 
of new concerns. The risks involved in investments in private sector can 
be minimized by designing such methods of finance that suited the 
investment requirements of insurers. It does not mean that Corporation 
should take unproportionate risks. But the risks involved should be 
spread both geographically and individually so that chances of losses 
can be minimized. The Corporation must justify its existence as a giant 
and leading financial institution by pursuing a pragmatic, dynamic and 
diversified investment policy rather than operating within the existing 
tether of investment set for itself. It is further suggested that the LIC 
may not be precluded from holding assets which, though not 
mentioned in mandated framework, but demonstrate strong solvency, 
with condition that LIC must disclose all such investments completely. 
These suggestions, it is strongly felt, would go a long way in making 
LIC a great financial institution of the nation rising to the occasion to 
finance the current economic development moving at a fast pace under 
the impact of liberalization, privatization and globalization of the 
Indian economy. 
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INTRODUCTION 
Life Insurance necessity depends on human life value. Insurance 
provides a safeguard both for living too long or dying too young. The 
insurer in consideration of a stipulated premium agrees to pay to the 
insured or his beneficiary a fixed sum of money on the occurrence of 
death or some other mishap. The mechanism of insurance is based on 
sharing of risk and proportionate distribution of risk among the same 
group of people. 1 
Insurance in India canie during the British rule. The Oriental Life 
Insurance Company started by the 'Europeans in 1818 was the first life 
insurance organization on Indian soil. The very first life policy on 
Indian life was, however, issued in 1845. Indians entered into insurance 
business very late. The Indian Mutual Life Insurance Society was the 
first insurance venture started in 1871. To strengthen confidence of 
people in parting their savings to insurance companies, the government 
entered into the business and established Oriental Government Life 
Insurance Company in 1873. Many more insurance companies came on 
the map of India in the later years. 
In order to regulate the insurance business the government 
passed the first Insurance Act in 1912. After gaining further experience 
and with a view to overcoming the impediments in the growth of 
insurance business, the second Insurance Act was enacted in 1938 as an 
improved version of the first Act. 
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The insurance business in India was, however, in private hands. 
Many companies indulged in malpractices and closed down and many 
others were newly established. Moreover, India had achieved 
independence and the country had embarked upon the policy of 
planned development. First Five Year Plan was implemented and need 
was felt for capital formation to finance the planned development 
projects. Insurance institutions are the main and basic source of capital 
formation through mobilization of scattered savings. But as there were 
numerous insurance companies operating in India, it was not possible 
to have timely availability of funds from a number of insurance 
organization. The Government of India, therefore, decided in the best 
national interest to nationalize the insurance business. 
Thus, the Life Insurance Corporation came into being in 1956 as a 
result of nationalization of insurance industry in India. 
However, the liability characteristics of Life Insurance 
Corporation of India have peculiar nature being made up of the small 
savings of the people paying in the form of insurance premium to the 
Corporation. When in the hands of the LIC, these institutional savings 
become trust money which need protection and security. Being pooled 
in huge amount, these institutionalized savings also acquire investible 
property. And since they are the people's money the institutionalized 
savings fetch a moral obligations to be invested in national interest for 
the general welfare of the people and economic development of the 
country. Because of these characteristics of life insurance funds 
countries world over make regulations for the safe utilization and 
investment of the insurance funds. The Government of India also laid 
down a legal framework for the Life Insurance Corporation of India to 
regulate the investment operations of the Corporation. The legal 
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framework sets the quantum and direction for charmelizing the 
investible funds of the LIC. Thus, the LIC has a tether within which it 
has to operate for deploying its investible funds. From the adherence to 
the legal framework emerges a pattern of investment of the Life 
Insurance Corporation of India which invites the focus of attention for 
a deep insight into the nature of the pattern . 
The present study is devoted to examine the nature of LIC's 
pattern of investment and to analyse if the pattern is adequately 
purveying financial resources for the general welfare and socio-
economic development as expected from the financial institution of the 
national level responsible for capital formation for economic 
development. 
REVIEW OF LITERATURE 
A survey of literature, stray articles appearing occasionally in the 
press, journal and magazines related to studies in the field of Life 
Insurance is made here in order to discern the distinctiveness of the 
present study. Very little work has been done on investment pattern of 
Life Insurance Corporation of India and that, too, belongs to the era 
when the LIC functioned as a monopolistic government institution in a 
protective and closed market. A review of the published literature 
related to the subject of study is made hereunder: The researcher has 
also surveyed the bibliography of several journals, newspapers, 
magazines, annual reports of insurance companies and dissertations 
available in the Maulana Azad Library, Faculty of Management Studies 
at Aligarh, Faculty of Commerce, Jamia Millia University, New Delhi, 
Institute of Insurance Management, Amity, Noida, several other 
publication of the government and private agencies. The review of 
literature on the subject of study is presented below: 
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Floyd, F. Burtchett (1939), in his book entitled, "Investments and 
Investment Policy," described the concept, meaning, and principles of 
investments. Further, the study provided a technical description of the 
contracts of the private enterprises. The term under which capital is 
obtained, utilized, and managed in modern insurance industry may, 
however be easily over-emphasized and this technical discussion has 
purposely been brief. The author focused on the traditional outline for 
treatment of civil obligations. This study is further concerned with 
investment policy which can not be segregated from speculation. The 
whole study is based on theoretical aspects^. 
Henry, T. Own (1951) in his book entitled "Fundamentals of Life 
Insurance" focused the various aspects of the life insurance in general. 
The study mainly emphasized on the criteria of the investment. Many 
considerations were listed that enter into the selection of the securities 
or other investment commitments, especially if the particular needs of 
various investors are to be considered. Some of these are safety of 
principal, protection of principal against changes in the purchasing 
power of money, certainty and stability of incomes, stability of 
purchasing power of income, marketability, liquidity, taxability or tax 
exemption and satisfactory duration or maturity. The entire study is 
based on the theoretical aspect of the objective^. 
Agarwala, A.N. (1961), in his book entitled, "Life Insurance in 
India: A Historical and Analytical Study," makes an intensive study of 
the private ownership phase of life insurance enterprise in India 
extending over a period of 42 years, from 1914 to 1955, and compares 
the working during this period of insurance business as a private 
enterprise with the working of insurance sector under nationalized 
enterprise since 1956. It is a historical, analytical and constructive study. 
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A historical study of the growth of the life insurance institutions of 
India has been made. Historical aspects of every problem has again 
been taken into account wherever relevant or likely to be useful. As a 
matter of fact, life insurance has acquired prominence only recently in 
this country. Therefore, for the purpose of analysis the period often kept 
by author in view is approximately the last decade and half, though it 
has not been strictly followed in every instance^. 
Mohd. Mohsin (1966) in his doctoral thesis entitled "Investment 
of Life Insurance Corporation Fund" has reviewed the current economic 
thought which led to the liberalization of life insurance business in 
India. The study has confined the analysis on two major issues viz. (i) 
The effective mobilization of public savings (ii) the efficient financing of 
economic development. The author maintained that the growth of life 
insurance savings, though related to economic development have 
lagged behind the rate of capital formation in India. The study 
concluded that due to the liability characteristics of the LIC its 
investment flowed in fixed earning securities of well established 
concerns as against the financing of new and oriental industries. The 
author has urged that the LIC should depart from orthodox investment 
channels and make a definite change in its investment patterns. From 
the angle of liquidity and safety, the LIC must invest in those ventures 
which favour economic and social development of the country as a 
whole. The author has further suggested that the corporation needs to 
rethink on its investment policy and consequential changes are 
necessary to rationalize the investment pattern of the LIC^. 
Sharma, S.P. (1967), in his book entitled, "Organization of Indian 
Insurance," has attempted to analyse the evolution of insurance and its 
role in economic growth and a brief discussion of the principles 
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governing the life insurance contract and its role in economic growth. It 
also provides an analysis of the history of insurance in India. 
Nationalization of life as well as general insurance was an important 
landmark in the sphere of insurance and as such post-nationalization 
problems have been examined in greater detail^. 
Peter J. Franklin and Caroline Woodhead (1980) conducted a 
study entitled "The U.K. Life Assurance Industry". The author looks 
into the radical changes in the British Insurance Policy. The British 
Financial System its markets and institutions have undergone major 
and often radical changes among these changes in the life insurance. 
Industry has been particularly important and often dramatic affecting 
both the images and structure of the industry, and even the types and 
choice of product available. Despite these changes, the life insurance 
industry still provides the U.K. economy with one of its major forms of 
contractual savings-'. 
Mishra A.K. (1985) in his paper entitled "Security Pattern of LlC's 
Investment - An Evolution" examine the pattern of Investment of Life 
Insurance Corporation of India from the period of 1957 to 1985. The 
author highlights the trends in various issues relating to the investment 
pattern of LIC including corporate securities and minor investments. 
Govt, securities. The investment of corporate securities consists of 
investment in equity shares, preference shares and debentures of 
companies. This has been termed by the author as a trend in right 
direction, both from the point of view of principle and diversification 
and the utilization of National Savings for the fulfillment of the wider 
objectives of socio-economic development in the country**. 
Mishra, A.K. and Rai, O.P. (1986) in his paper entitled "Income 
and Expenses Pattern of the Life Insurance Corporation of India" 
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conclude the importance of the LIC in the country's economic life. The 
study highlighted that the LIC derived its income through premium 
investment. Miscellaneous sources and cost of management expenses 
i.e. commission to agents, salaries and other benefits to staff etc. This 
study further needs an examination of the pattern of income earned and 
expenses incurred by the corporation, an assessment of the 
interrelationship among different components of the income and 
exper\ses with reference to relevant economic indicators like national 
income wholesale price index, consumer price index and aggregate 
bank deposit etc. and giving suggestions which might help the 
corporation to minimize the expenses^. 
Chaudhary, S.K. and Kulkami, K.G. (1991), in their book entitled, 
"Role of the Life Insurance Corporation in Economic Development of 
India," primarily examined the role of the LICS in mobilizing the 
savings of the people and investment of these savings to assist the 
economic development of India, largely by analyzing the data and 
information available through the LIC Annual Reports, Reserve Bank of 
India Reports and other published information. Since the avowed 
objective of nationalizing life insurance in India was to uproot 
corruption and assist economic development, they decided to review 
the objectives and provide a progress report of LIC for nearly thirty 
years. Emphasis is mostly on the interpretation and analysis of available 
data within an acceptable framework rather than providing any 
different growth model or alternatives^^. 
Banerjee, B.N. (2000), in his book entitled, "Globalization: 
Liberalizing the Insurance Sector," says that there is a lot to celebrate 50 
years in the life of a country, especially a country like India. It has 
defined doom prophesies on the agricultural front by absorbing the 
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green revolution; it has built on industrial base capable of matching 
many developing countries of the world. The country has the third 
largest scientific and technological manpower and is a member of the 
exclusive club of nuclear and space "haves."i^ 
He further points out that the second phase of reforms that is 
expected to intensify the liberalisation of the financial sector and 
revamp the public sector will help accelerate the inflow of foreign direct 
investment. The foreign institutional investors who are now 
increasingly focusing on the Indian capital market would largely aid 
this. The liberalisation will have a positive effect on the workforce, the 
trends, worldwide indicates that insurance has created higher job 
opportunities and better pay packets. 
Kapoor, P.V. (2000), in his book entitled, "Insurance Privatization: 
S Legal and Financial Issues," reviewed that the insurance business 
market in India is perceived to be potentially one of the largest in the 
world. That this potential remains unrealized should be a matter of 
concern to policy makers. The twin reasons attributable to this scenario 
are the extant cumbersome regulations and state ownership of 
insurance business. He further points out that the insurance sector in 
India is state owned and remained shackled within the national 
barriers. He further explains that the private parties have, thus, been 
debarred from carrying on the insurance business in India. Whilst this 
has had salutary effect of the consumer obtaining an inexpensive 
insurance policy, the quality of services rendered by the insurance 
sector leaves a lot to be desired^^ 
Verma, J.R. (2000), in his publication entitled, "Pension Reforms 
and Capital Market Development in India," reviews the evolution of the 
Indian capital market and pension reforms and describes its current 
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Status. It shows how the Indian market has gone through a process of 
modernization and structural transformation during the last few years. 
Pension funds are an important category of long-term investment 
which are not present in the Indian market today. He further reviews 
and comments recent proposals for pension funds reforms. However, 
he argues strongly that pension funds reforms must be focused on 
investors interest rather than broader social goals^^ 
Ranade, A. and Ahuja, R. (2001), in their paper entitled, "Impact 
on Savings via Insurance Reforms," conclude that insurance sector 
;:eform in India is likely to increase insurance demand in the country. 
However, the experience of several countries with financial reforms has 
been that savings have tended to go either way. Using a two-period 
model we show that, in the short run, in the absence of any income or 
productivity growth, private savings go unambiguously down since 
market based insurance replaces savings hitherto meant for self-
insurance (the precautionary motive). Thus insurance is likely to edge 
out the precautionary component of savings. Reliable estimates of the 
precautionary component of savings are hard to get. During the course 
of financial sector reforms there are several other avenues through 
which savings are likely to go down as well, such as, easing of credit 
constraints, more provision of social insurance and so on. So it would be 
difficult to disentangle the effect of insurance reforms on savings 
reduction. However with liberalisation as the economy moves into 
greater income uncertainty and volatility, and income growth, this may 
offset the reduction in savings somewhat. They have also examined the 
issue of fund intermediation and welfare in the context of joint 
bankruptcy of banks and insurance firms. In such a case the insurance 
bankruptcies they find create greater vulnerabilities. Specifically they 
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show in a comparison of equi-probable bankruptcy of insurance firms 
and banks, funds intermediation is lesser in an environment of probable 
insurance failures than bank failures, and consumer welfare is higher 
under the latter^ "* 
Shrivastava, D.C. and Shrivastava, S. (2001), in their book 
entitled, "Indian Insurance Industry: Transition and Prospects" examine 
that the growth of insurance industry is associated with the general 
growth of industry, trade and commerce. The origin of insurance 
service may be traced back to 14*^  century in Italy when ships carrying 
goods were carried under different perils. The insurance sector has 
assumed special significance as it has the potential to speed up the rate 
of growth of an economy. They further assert that the insurance 
industry assists the development process of an economy in several 
ways. Primarily, it acts as mobilizer of savings, financial intermediary, 
promoter of investment activity, stabilizer of financial market, risk 
manager, and an agent to allocate capital resources efficiently. Although 
the insurance industry has grown rapidly in the industrialized 
countries, its growth in developing countries has neither been 
satisfactory nor in tandem with the growth of other sectors of the 
economy. The share of developing countries is extremely low. The slow 
growth of insurance services in developing countries calls for an in-
depth analysis of the nature and pattern of evolution of these services. 
Policies pursued to develop the insurance industry and constraints 
thereof also need close examination. Regrettably, the Indian insurance 
industry has lagged behind even amongst the developing countries of 
the world. They further observe that the process of liberalisation and 
globalization of the Indian economy started in right earnest in mid-
1980s. The market mechanism was the motivating factor underlying the 
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new economic policy. In consonance with the New Economic PoUcy, 
insurance sector was opened up for the private sector in 1999. The new 
competitive environment is expected to benefit consumers, industry 
and the economy at large^^ 
Cumber, A. (2002), concluded in his publication captioned, 
"Health Insurance for the Informal Sector: Problems and Prospects," 
that there is much potential and scope to enhance the coverage of health 
insurance in general and, more specifically, to the poor. In view of the 
recent developments in the insurance sector, by opening it to the private 
player, so far the license has been given to eight companies by the 
Insurance Regulatory and Development Authority (IRDA). It is good to 
note that now the IRDA has made the mandatory requirement for new 
companies to float a plan of health insurance as well. Therefore, the 
main thrust of the State should be in initiating schemes for the poor. For 
this purpose the discussion in the above sections suggests at looking 
towards options that could be explored through using the existing 
ir\frastructure, institutional arrangements, and networks in the public 
sector welfare programmes. It is presumed that the following options 
could be more suitable under the existing circumstances, that is, 
without putting much strain on both physical and financial resources of 
the State. It is of utmost importance that such options should be more 
cost-effective and the services are more responsive to people in the 
future. He further suggests that another way to increase or initiate 
health coverage to the poor could be to make health insurance a 
component of existing poverty alleviation programmes. This option 
may require additional staff for the purpose. However, other problems 
that come in the way of integrating insurance in the existing 
programmes need to be worked out in detail. In this regard, an 
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interesting option proposed recently suggests that a rural 
hospitalization insurance scheme for people below the poverty line 
could be initiated as a part of the anti-poverty programme^^. 
Naragan, R. (2002), in his paper entitled, "Peoples' Money for 
Peoples' Welfare," focused on the objectives of the LIC and the trends of 
investment in various sectors in the country. The Life Insurance 
Corporation of India has to bear in mind that its primary obligation is to 
its policyholders whose money it holds in trust and hence it must work, 
as far as possible, on business principles. It should never lose sight of 
the fact that, as a single largest investor in India, it has to keep in mind 
interests of the community as a whole. It should, therefore, invest in 
ventures, which further the social advancement of the country^''. 
Batra, S. (2003) remarks that today, the Indian insurance industry 
has over a dozen private players, each of which is making strides in 
raising awareness levels, introducing innovative products and 
increasing the penetration of insurance in the vastly under-insured 
country. The success of the efforts is noteworthy. Private players have 
captured nearly nine per cent of new business premium income in two 
years of operations'^. 
He further points out that the biggest beneficiary of the 
competition amongst insurer has been the consumer. A wide range of 
products, customer-focused service and professional advice have 
become the main stay of the industry. They have seen a dramatic 
increase in customer awareness, with penetration cutting across socio-
economic classes and attracting people who have never purchased 
insurance before. With the heightened awareness comes a willingness to 
evaluate life as well general insurance as an integral part of the financial 
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planning kit, a significant change from the earlier attitude, where 
insurance was purchased as a tax-saving tool. 
Joshi, N.N. (2003), in his article entitled, "Changing Mind Set of 
Professional Agents in the Emerging Insurance Scenario in India," has 
analysed that the insurance industry in India is currently undergoing a 
major change with the induction of competition. The industry is at the 
threshold of a revolutionary change of environment which will have a 
significant impact on its various constituents viz. the suppliers, sellers, 
service providers and consumers of insurance products and services, it 
would be desirable that this revolutionary change process is harnessed 
effectively to serve short and long-term interest of the industry as well 
as the society at large^^. 
Views of some eminent personalities on current developments in 
insurance sector was published in the Chartered Accountant (June 2003) 
in this publication, Rangacharya, N, Ex-Chairman, IRDA opines that the 
insurance managers need to understand more about the details that go 
into the formulation of insurance products to make it attractive in a 
competitive market. Overcoming challenges to development requires 
leadership, commitment, creativity, and flexibility. Besides helping in 
expanding the insurance coverage geographically it provides coverage 
so that "every family in every remote village in the country feels safe 
and secure." This vision alone will help to bring the new ideas, as well 
as the capital and technical assistance, necessary to create viable 
insurance industry. 
Kapoor, T. (2003), in his article entitled, "Issues and Challenges 
facing the Insurance Industry," remarks that insurance industry of India 
has opened wide opportunities for service and infrastructure sectors. 
This growth has to be properly channelized. He further noted that the 
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some of the major challenges that have to address for channelizing 
growth of insurance sector are product innovation, distribution 
network, investment management, customer service and education. He 
further says that the competition will result in the market to grow 
beyond current rates and offer additional consumer choice through the 
introduction of new products, services and price options. Development 
of industry code of conduct, contributing to a common catastrophe 
reserve fund and chalking out agreements to settle claims to the benefit 
of consumer can be expected with concentrated efforts from all the 
players^o. 
Gupta, N.D. (2003), in his paper entitled, "Insurance - A booming 
professional opportunity," observed that the insurance is the pooling of 
fortuitous losses by transfer of such risks to insurers who agree to 
provide other pecuniary benefits on their occurrence or to render 
services connected with the risk. It is the transfer of financial 
responsibility for the risk at the point of occurrence and conventionally 
involves the insurer in a commitment to pay. The insured is, thus, 
exchanging the uncertain cost of losses for certain and known cost of 
the premiums^i. 
The insurance services lead to efficient and productive allocation 
of capital resources, facilitate growth of trade and commerce, substitute 
for government social security programmes and assist individuals and 
firms in efficient management of risks. He further points out that the 
insurance market may tremendously improve as India represents huge 
untapped market. However, globalization will certainly increase 
insurance penetrations and all professionals shall equip them to exploit 
the opportunities offered by this sector. 
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Joshi, N.N. (2003), in his article entitled, "Insurance Sector 
Reforms in India: the Emerging Scenario," has pointed out that the 
insurance industry in India today, has a few enigmatic features. It is 
very old and yet it is very new. On the one hand it traces its origins in 
the ancient Aryan period and on the other it has reinvented itself in the 
year 2000. He further explains, that on the one hand it has awe -
inspiring history, on the other hand it has set itself on a fast track for an 
awesome growth in the first decade of the new millennium. Be that as it 
may, it would be quite appropriate to say, that the Indian insurance 
market today is a great opportunity^^. 
Sadhak, H. (2004) in his paper entitled "Insuring Life" concludes 
that since liberalization late 1999. The Indian Insurance market has 
achieved higher growth rate in Domestic Saving, and the higher 
propensity to save by the household sector has been maintained over a 
period. However, this growth rate has showed down during the last 
few years particularly. Since economic liberalization and basically due 
to growth in consumer expenditure and reduced rate of return on 
investment. The author focused on positive growth in economy, 
expansion of service sector and increase in household savings 
contributed significantly to the expansion of insurance market in 
India23. 
Bajpai, G.N. (2004), in his book entitled, "Marketing Insurance," 
views that the managers of the Indian economy decided to liberalize the 
insurance sector, in tune with the philosophical shift of the economy 
towards globalization and marketization. The process of opening up of 
the nationalized insurance sector clearly outlines in new approach of 
the marketing, which is significantly divergent from the thinking that 
accompanied the liberalisation of other sectors in India or that of other 
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countries in the emerging economies. India's proposition does not 
stipulate any limitation, except limiting the foreign ownership to 26 per 
cent, on the number of insurance companies to be licensed, lines of 
business to pursue and on the geographies or insurable segments to 
operate on. He further explains no wonder most countries from the 
mature insurance market have sponsored big-ticket companies with 
deep pockets. Apparently, each of the new entrants has a long-term 
view, not only of the Indian insurance market but also of the economy 
and they are not looking forward to a small pie of the market, but a 
substantial share. The battle for supremacy is expected to be fierce^ .^ 
He further points out that on the eve of opening of the insurance 
sector and in the backdrop of the emerging insurance industry ethos he 
was privileged to lead the Life Insurance Corporation of India (LIC) 
which hitherto had a new-exclusive entitlement to operate in the life 
insurance market and of course, it was one of the most successful public 
sector undertakings in the country. The issue which was being hotly 
debated in every section of the media and was hunting the thoughts of 
the managers of the Indian economy, opiruon makers and, in particular, 
the workforce of insurance can be euphemistically described as "what 
will happen to you." 
Baker, C. (2004), in his paper entitled, "The Liberalisation of 
India's Insurance Industry," concludes that since late 1999, the Indian 
insurance market has undergone major structural changes. The 
government monopoly was dissolved, private companies were 
permitted to operate, and brokers suddenly had a role to play in this 
country of one billion people where the untapped potential for 
insurance and reinsurance business is enormous. Nevertheless, 
impediments to an open and competitive market still exist in the form 
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of restriction on foreign investments, compulsory tariffs, and 
mandatory reinsurance cessions^^. 
Kumar, J. (2004), in his article entitled, "Changing Scenario of 
Insurance Industry," has expressed his views that the consultation 
paper has been draw^n up by the Law Commission on a comprehensive 
law by merging Insurance Act of 1938 and IRDA Act of 1999. The 
Chairman, Justice M.J. Rao has reacted that lot of provisions in the two 
Acts have become redundant and have to be removed in order to make 
it relevant to emerging changes and needs. The Government has 
favoured a comprehensive law including an alternate dispute resolution 
and appellate authority in line with that of the securities market and 
telecom sector. There is a need for a Regional Grievance Authority to 
resolve most of the insurance disputes referred to consumer forums. 
The main objective is access to justice^s. 
The insurance disputes are not very often resolved through 
mediation and reconciliation. Consumer courts are made to interpret 
difficult insurance laws. The tendencies of insurers of not setting the 
claims taking advantages of the complex legal provisions, is increasing 
the burden on courts. The discrepancies in the case of nominations in 
life and general insurance sector are leading to litigations, which are not 
within the reach of common man. 
Priyadarshini (2004), in his article entitled, "IT and IT Enabled 
Services for Indian Insurance," observes that the importance of 
Information Technology (IT) in insurance operations couldn't be over 
emphasized. Insurance companies are becoming increasingly 
dependent on IT, not only for the sake of efficiency and competitive 
edge but also to make IT as a dynamic tool to pro-act swiftly towards 
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incorporation of changes according to evolving insurance policy 
requirements^^. 
Bhat, R. and Babu, S.K. (2004), conclude in their publication, 
"Health Insurance and Third Party Administrators: Issues and 
Challenges," that the health insurance protects people against 
catastrophic financial burden resulting from unexpected illness or 
injury. An efficient system ensures the pooling of resources to cover 
risks. Health insurance in India is at a nascent stage and contributes to a 
small proportion of the health expenditure. The Government through 
its state-run schemes such as the Employee State Insurance Scheme 
(ESIS), Central Government Health Scheme (CGHS) and the Mediclaim 
Scheme offered by Government-run Insurance Companies, has played a 
significant role. NGOs and community-based organizations such as 
SEWA offer a number of schemes for the poor and vulnerable groups to 
meet the high cost of healthcare. He further describes that the recently, 
the government allowed private insurance companies to offer health 
insurance products^s. 
The Insurance Regulatory and Development Authority in India 
has paved the way for insurance intermediaries such as third party 
administrators (TPAs) to play a pivotal role in setting up managed 
healthcare systems. TPAs have been set up to ensure better services to 
policyholders and to mitigate some of the negative consequences of 
private health insurance. However, given the demand and supply-side 
complexities of private health insurance and healthcare markets, 
insurance intermediaries face immense challenges. IRDA has defined 
the role of TPAs as one of the managing claims and reimbursement. 
Their role in controlling costs of healthcare and ensuring appropriate 
quality of care is less well defined. 
Introduction 
Kaundal, Sandeep (2005) in his paper entitled "An early 
assessment of liberalization and insurance" conclude since post 
liberalization, the Indian Insurance Industry has come far and, to 
continue the trend there is a constant need to examine the key issue and 
outline possible trends, opportunities and challenges sector so that we 
can match international standard both in terms of market size and 
customer satisfaction. The biggest challenge for the industry today is 
the low levels of penetration. This challenge becomes bigger due to 
presence of host of other investment opportunities available to the 
consumer (like housing loans) and due to spending habits of younger 
generation which believes in consumption today rather than investing 
tomorrow. The LIC to some extent, can enable investments in 
infrastructure development to sustain economic growth of the 
country 29. 
Objectives of the study 
The following are the main objectives of the study: 
• To study the investment avenues for insurance companies, 
• To assess the overall performance of Life Insurance Corporation 
in pre-and post-liberalized period, 
• To study the impact of liberalisation on Life Insurance 
Corporation, 
• To examine the challenges for LIC in new competitive, 
• To study the role of IRDA in liberalized insurance sector, 
• To make an in-depth analysis of Investment Pattern of Life 
Insurance Corporation of India since 1991, 
• To identify the problems, and suggest suitable measures for 
improvement and development of Investment pattern of LIC. 
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Hypotheses 
Hi That the legal framework and liability characteristics of the LIC 
impose quantitative and qualitative restrictions on the investment of 
funds and exclude certain investments from its portfolio. 
H2 That the corporation's pattern of investment has preponderance 
of non-risky safe securities of govt, sector depriving the growing private 
sector from LIC investment 
H3 That the insurance sector has undergone a change of complexion 
and character after privatization with impact on the volume of 
insurance business and market share of the Life Insurance Corporation. 
H4 That the Life Insurance Corporation of India has been unable to 
effectively discharge, due to the pattern of its investment, its socio 
economic obligations emerging from the new environment of 
liberalisation, privatization and globalisation of Indian economy. 
Methodology 
With a view to accomplishing the objective of the study and for 
testing the hypothesis, which relate to the review of LIC's pattern of 
Investment, the important sources available for garnering pertinent 
data are the published material and statutes. Accordingly, the major 
reliance is on secondary data and published reports of Life Insurance 
Corporations of India since 1991. The Annual Reports of Insurance 
Regulatory Development Authority (IRDA) have also been taken into 
account and relevant facts and figures obtained from them for the 
study. In addition, the data has been culled out from seminar papers, 
journals, bulletins and specialized study made by government bodies. 
The information has also been collected from various Ministries of 
Govt, of India, particularly the Ministry of Finance and Ministry of 
Commerce. Other government agencies, public and private libraries, 
insurance institutions and several divisional offices of LIC were also 
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visited to obtain the required ir\formation and statistics. The chief 
sources, however, have been the Life Insurance Corporation of India in 
Bombay and IRDA in Hyderabad. They made available the data 
regarding the insurance industry in India, volume of funds mobilized 
by the industry, the pattern of investment of insurance funds 
particularly the LIC of India, and the material and statistics related to 
the private players in insurance sector. The books, annual reports and 
Statistical Year Book, yearly review of Centre for Monitoring of Indian 
Economy (CMIE) and the Reserve Bank of India statistical publications, 
have also been consulted to supplement information and data available 
from all other sources. Appropriate statistical tools have been applied 
for the interpretation of data and deriving logical conclusions. 
Diagrams and graphs have been constructed and displayed to represent 
the information for understanding at a glance. Personal discussions 
with people in the insurance sector are the added tools that enriched the 
thoughts and made the study practical and realistic. 
Plan of work 
For the purpose of presenting this study relating to the 
investment pattern of the Corporation in an elaborate, comprehensible 
and right perspective, the layout of the study has been arranged into 
relevant and appropriate chapters. 
Chapter-I introduces the problem and makes a review of the 
available literature on the subject. It also sets the objectives, hypothesis, 
research methodology and the plan of work. 
Chapter-11 deals with the life insurance in retrospects and 
prospects in India. It is split in three sections. The first section presents 
the evolution of insurance in India and the phases it has gone through 
till the development of Insurance in the present forum. Section-II 
explains the formation of the LIC, goes deep into its objectives, capital 
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Structure, organizational structure and functional areas, and internal as 
well as external operation of LIC. Section-Ill deals with the opening up 
of the insurance sector and the entry of the private players into the 
insurance industry. It also throws light on the establishment of the 
Insurance Regulatory and Development Authority (IRDA), the role 
assigned to it and the steps taken by IRDA to regulate the insurance 
business in India. 
Chapter III deals in detail with the working of the Life Insurance 
Corporation and highlights the policy portfolio of the Corporation. 
Various insurance products of LIC have been discussed and their 
classification into broad group has been made. The range of products of 
the LIC, their characteristics and benefits to the people, etc. have also 
been examined. 
Chapter IV, makes a detailed and comprehensive study of the 
inflows of funds to the LIC. The chapter is split into three section. 
Insurance is the function of savings. Section-I examines in detail 
motives of savings, insurance contribution to the gross national savings, 
various other components of savings, their respective contribution to 
national savings and the growth of Gross Domestic Savings in India 
over the period of the study 1990-91 through 2004-05. Comparison of 
insurance penetration and density in India has also been made with 
countries chosen from all the five continents of the world. 
Section-II discusses the inflows of Life Insurance premium funds 
to the LIC. It explains the individual sources of income and measures 
the contribution of each source to the aggregate pool of funds of the 
LIC. It also explain the changes that have taken place in the inflows of 
funds over the time-space of the study 1990-91 through 2004-05. 
Section-Ill deals with the opening up of the sector to private 
insurers. It examines the progress made by these private players and 
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guage as the impact of privatization on the LIC which still functions as 
a Govt, insurance institution in the public sector. The market share of 
both LIC and the private insurers have been analysed and measured in 
quantum and percentages to total business of insurance industry in 
India. 
Chapter V, makes a detailed study of the investment pattern of 
lAC. It examines in detail the influence of the nature of LIC's liability 
characteristics and of the legal framework on the investment pattern of 
the LIC in terms of quantum and direction of investments. Each channel 
of investment has been thoroughly analysed and finally the 
consolidated pattern of investment is examined and its broad features 
have been highlighted. 
The final chapter summaries the work, derives overall 
conclusions makes comments and suggestion for improvement in the 
consolidated comprehensive Pattern of Investment of LIC. 
Limitation of Study 
The study mainly bases itself on the information obtained right 
from the horse mouth. That is, information and data has been obtained 
from the Annual Reports of the LIC itself. The work is, therefore, 
representative of realistic facts and figures, analysed and discussed, and 
conclusions derived on their basis in the study. However, the LIC's 
reports contain a change of format in certain years. As a result the 
uniformity and symmetry of information and data got impaired. In 
such a situation, attempt has been made to convert such data to the 
uniform standard for the sake of comparative analysis in the study. 
Human bias and error is possible in such a situation. 
Based on this plan, the next chapter is devoted to the study of Life 
Insurance in Retrospect and Prospects. 
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SECTION - 1 
HISTORY OF INSURANCE 
The word insurance is not new to our society. It is as old as our 
civilization is our ancestors were practicing the insurance in some way 
or the other. The instinct to secure themselves against loss and disaster 
existed in primitive men also. They, too, sought to avert the evil 
consequences of fire and flood as also loss of life and were willing to 
make some sort of sacrifice in order to achieve security. 
The references to this phenomenon were available in Indian 
religious scriptures like Hammurabi and Manusamrities, The term 
"Yogakshema" is used in the Rig Vedas suggesting that some form of 
community insurance over 3000 years ago existed in India. Aryans in 
India covered various sorts of risks through mutual Insurance. Also 
during the Mohan Jodaro Civilization and after India's trade extended 
to Babylon and beyond, the merchant guilds at important trading 
centers devised means to insure ships and caravans.^ 
In the Eighteenth century some societies began to be formed in 
England with the object of granting Life Assurances. The Amicable 
Society (1705), The Equitable Life Assurance Society (1762), the 
Westminster Insurance Society (1792) were some important societies 
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sprouted in the initial stages of insurance development. The application 
of the mortality tables in 1755 by Dodson and the introduction of 
actuarial science revolutionalized the whole concept of life insurance. 
As the life assurance became better known, a practice grew up of 
speculation in lives, particularly of well known people, like kings, 
national leaders or prisoners (particularly, if charged with an offence 
that would call for capital punishment upon conviction). The premiums 
varied with their reputation and state of health. If persons of this 
category fell seriously ill, a huge amount of insurance was written. In 
order to put an end to this speculation, with its attendant evils, an act 
called the "Life Assurance Act" (commonly known as the Gambling 
Act) was passed in 1774. This Act prohibited all insurance on lives 
except those satisfying insurable interest requirements. 
Life Insurance in India 
The life insurance business in India started in the 19* century. It 
came to India from England in the year 1818. The Oriental Life 
Insurance Company started by the Europeans in Calcutta was the first 
life insurance company on Indian soil. Later the Bombay Life Assurance 
Company Ltd., was formed at Bombay in 1823. Then came another 
organization to conduct the business of insurance. It was named as 
"Madras Equitable Life Insurance Society and Established in 1829. 
In the beginning, the number of life insurance companies was 
small and the scales of operations were also very limited. In fact, all the 
insurance companies established in India were European companies. 
They were brought up with the purpose of looking after the needs and 
for the benefit of European civilians and Soldiers Indian natives were 
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not having insured by there companies. Occasionally, they also issued 
policies on Indian lives with the efforts of eminent Indians. The very 
first policy on Indian life was issued in 1845 by the "Royal Insurance" in 
favor of "Gursetjee. But Indian lives were having treated as such 
standard lives and heavy extra premium were charged against them.2 
Indians entered into business of insurance quite late. The Bombay 
Mutual Life Insurance Society was the first Indian insurance venture 
formed in 1871. The high charge of premium on Indians lives British 
insurance companies was considered unfair and discriminatory by the 
Indian companies. The Indian insurer Bombay Mutual Life Assurance 
society was the first one to charge normal rate for covering Indian lives. 
To popularize insurance in India, need was felt to instill 
confidence in the nnind of general public about the safety of their money 
handed over as premium to the private insurer. The Government of 
India rose to the occasion and entered into the life insurance business. 
The first Government organization assuring lives of the people of India 
was established in 1873. It was christened as the Oriental Governmental 
Life Assurance Company. The required confidence was filled by the 
state-backed Corporation in the minds of the Indian small savers. 
Security of premium fund in the hands of the Government made the life 
insurance attractive to the people. Besides measures were taken to 
popularize the life insurance in the masses. These included educating 
the people with regard to the value of insurance. It was highlighted that 
insurance not only covered life risk but also serves as an investment 
with return, safety and liquidity to the small savers. As a result the 
insurance business got a fillip. The temptation of the people to go in for 
life insurance started growing. This induced the entry of the other 
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entrepreneur in the life insurance business. A number of life insurance 
organizations sprouted in India after the formation of Oriental 
Government Life Insurance Company in 1873. Before the end of the 
century, the Indian insurance industry comprised a number of life 
insurer. Noteworthy among them were the Indian Life Insurance Co. of 
Karachi established in 1896, followed by the Empire Insurance Co. of 
India established at Bombay in 1896 and the Bharat Life Insurance Co. 
incorporated in 1896 at Lahore. 
In the beginning the progress of Indian Insurance Companies was 
slow in terms of their number as well as volume of business. The factors 
responsible for the slow growth of Indian insurance concerns were 
many and varied. Firstly, there was severe business competition from 
the foreign comparues, which had management experience and 
expertise in the field of insurance. Secondly, the resources available to 
Indian insurers for operation in comparison to British insurers were 
meager and scarce to get. Thirdly, the foreign insurance companies had 
influenced the minds of Indians so much so that they felt more secure 
and confident in the hands of British concerns than the Indian concerns. 
Finally, the British concerns enjoyed the patronage of the government 
which helped them to do better than their Indian counterparts. 
The Swadeshi Movement started in the beginning of the 
twentieth century in 1905 by India's National Leaders turned the tide in 
favor of the Indian insurers. The Movement was a prelude to the 
struggle for independence of the country. It exhorted the Indians to 
make a boycott of the foreign goods and services and share their use. 
The Movement urged the Indians to produce, buy and consume 
indigenously produced Indian goods and services. The appeal of the 
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Movement touched the emotions of Indians and they started giving 
preference to the products made in India. The benefits of this Swadeshi 
Movement obviously were reaped by Indian producer of goods and 
services. The insurance sector of India was behind to none in being 
beneficiary of the Swadeshi Movement. 
Quite a large number of insurance companies came into being 
and appeared on the insurance map of India in the wake of Swadeshi 
Movement. In a short span of time between 1905 and 1912 alone, 38 life 
insurance companies were formed all over the country. These included 
the United India Insurance Co. in Madras, National Insurance Co., 
Calcutta, and the Cooperative Assurance at Lahore which came up in 
1906. The Hindustan Cooperative insurance company took birth in 
Calcutta in 1907. The Indian Mercantile, General Assurance and 
Swadeshi Life (later Bombay life) were some other insurance companies 
established during the period ending 1911. Besides, during the same 
period about 500 provident societies were also floated. In term of 
geographical spread, these insurance companies and provident the 
societies covered all important cities of India.^ 
The private ownership of the insurance companies and provident 
societies was, however, not conducive to the growth of the insurance 
business in India. It was fraught with difficulties in regulation of the 
business and administration of funds as well as sound management of 
these enterprises. As a result sickness started creeping in the financial 
and administrative health of these Indian insurance organizations. 
Soon, as many as 26 Life insurance companies out of the 38 established 
under the impact of Swadeshi Movement closed down within a short 
period of time. Likewise, many of the five hundred provident societies 
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set up by Indians in response to the call of Swadeshi Movement came to 
a halt soon after their inception. 
Alarmed by the sickness of the life irisurance companies and 
Provident fund societies, the Government of India became alert to take 
measure to safeguard the interest of both the buyers and sellers of life 
assurance. Deliberations into the causes of sickness and ultimate failure 
of insurance companies and societies brought to fore the urgent need to 
device a mechanism that regulated the administrative and financial 
management of these concerns. This led the Government to ponder in 
terms of enacting a law to meet the required end, as also to exercise a 
measure of control on the organizations dealing in life insurance 
business in the country. Accordingly, the Government of India passed 
the first Insurance Act called the Life Insurance Companies Act in the 
year 1912. Another Act called the Provident fund Act was also passed 
the same year. The insurance business now came under the regulation 
and control of the Government through this Act. 
The passage of Act of 1912 was a landmark in the insurance 
history of India. The Life Insurance companies Act of 1912 made it 
necessary that the premium rate tables and periodical valuations of 
companies should be certified by an actuary. But the Act discriminated 
between foreign and Indian companies on many counts, putting the 
Indian companies at a disadvantage. As a result the hope and promise it 
kindled for the growth of insurance industry in India did not last 
longer. Soon after the enforcement of Act, the world plunged into a 
catastrophy of economic destruction and ruin. The First World War 
started with furious consequence as it proceeded ahead. There was all 
round devastation. The economies of war stricken counti'les were badly 
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shattered. The monster of global inflation took its own toll. The world 
monetary system was adversely affected. The currencies of the 
countries depreciated in value to a considerable extent on account of 
high degree of inflation which pervaded into the economies of countries 
which had to finance the War. Money value slide down and impacted 
the industrial sector very adversely and to a great deal. Corporations 
dealing in financial securities, like the insurance companies bore the 
most severe brunt of steep depreciation in the value of national 
currencies. The Indian life insurance companies could not help 
encounter the situation and their very survival came in jeopardy. The 
life insurance sector, nascent as it was, suffered a serious set back. The 
investment of funds of life insurance companies considerably 
depreciated in value and they had to suffer severe losses. As a result, a 
number of insurance companies came to grief and closed down. 
Some Indian Insurance companies, however, faced the scourge of 
war and inflation successfully and survived. They kept in operating, 
but difficulties gradually besieged them. The financial health of these 
companies deteriorated and they also became actuarially unsound. The 
experience gained so far of the business in insurance sector, however, 
brought to fore the areas to the notice of the government which 
required to be looked into for improvement. The loopholes in the initial 
Insurance Act of 1912 also came to light which needed to be plugged in 
the interest of both insured and the insurer as well as growth of the 
insurance business. The government of India, accordingly, seized the 
pressing need for further toning up the earlier legislation governing the 
insurance business. A new Insurance Act thus, came into force in the 
year 1917.4 
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The 1917 Act was a landmark for the development and growth of 
insurance business in the covmtry. The Act was, in fact, a legal step 
taken in the direction of regulating the insurance business in India. It 
lent stability and strength to the business enterprises dealing in 
insurance. Backed by the legislation the policyholders as well as 
potential subscriber were encouraged to make investment in insurance 
securities. The new insurance environment favourably moulded the 
perception of both the insurer and the insured. In fact, the 1917 Act put 
the insurance business on sound footing and proved instrumental in 
ushering the growth of insurance companies. Both, the Indian as well as 
foreign insurance enterprises entered into the insurance market with 
their own insurance plans and life policies. The boom period was, 
however, short lived and lasted for a couple of years. In 1919 again a 
severe competition started between foreign and Indian insurers. With 
their huge financial resources, better management practice and state 
patronage; the foreign insurance concerns were better run. They came 
in a dominating position and the insurance market was mostly captured 
by them. The competition had pushed up the management expenses of 
Indian insurance companies and their cost of operation started 
mounting up. Many of the Indian insurance business houses could not 
survive this onslaught. Small and financially sick organizations closed 
down. The better-organized and financially sound Indian insurance 
companies, however, continued operating. 
A significant trend in the life insurance was visibly started from 
1930 onwards. By now the Indian insurance companies had gained 
experience and expertise. They were well established and entrenched in 
insurance market. This encouraged them to expand their business as 
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well as the reach in and out of India. The Indian insurers searched and 
fond out virgin markets in other countries with good scope of life 
insurance business. Thus, they entered into these markets and 
established their offices. Indian insurance companies were not only 
now operating in India but started doing business outside India also. 
They started insuring lives in British East Africa and in the countries of 
near east. The Indian insurance companies offered attractive terms and 
bonuses to policyholders. This boom in insurance business saw the 
growth of insurance organizations. During the decade 1929-1938 alone, 
as many as 172 insurance companies were floated all over the country. 
However, the end of 1938 changed competitive scene with new 
symptoms emerging in the insurance business. The competition among 
the Indian insurers themselves had begun. The Indian actuaries were 
faced with two-pronged competition in the market. They had now on 
the one hand to compete with foreign insurers and on the other, faced 
internecine competition amongst Indian insurance companies 
themselves. In the reckless competition they completely ignored the 
principles of constant vigilance, strict economy, careful management, 
skilled underwriting and, above all, the principles and criteria of 
investment in order to create confidence among the policyholders to 
exercise a closer control over the numerous matters of the management, 
investment of funds and expenditure of insurance offices.^  
The government enacted a fresh insurance Act in 1938, which 
was an improvement over the 1917 Act. The Act provided for the 
establishment of the Department of Insurance under the authority of 
the Superintendent of Insurance (Later designated as Controller of 
Insurance). The main feature of the Act was that for the first time in the 
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history, the whole business was unified and controlled by statutory 
rules and regulation at government level. In 1947, with the attainment 
of independence the growth of insurance business became the 
responsibility of the State. A committee headed by Sir Cowasjee 
Jahangir was appointed by the then government to enquire into the 
acquisition of control of insurance companies, the manipulation of their 
funds on acquisition, and the possible repercussion of the interlocking 
of fund between banks and insurance companies. The Insurance Act 
1938 sought, among other things, to place restriction on investment of 
funds, to prohibit interlocking of funds of insurance and banking 
companies and to limit their expenses. The Act succeeded in checking 
the expansion of insurance business in unhealthy directions. 
Soon after independence in 1947 India embarked upon a planned 
economic development of the country and launched the First Five Year 
Plan in 1951. The country required substantial funds which only an 
organized Insurance Sector could have provided. Unfortunately, a 
large number of cases involving misuse of their offices by the directors 
were noticed. One of the most important lacunas was that no effort was 
at all made by the life insurers to penetrate into the rural areas. 
It is important to mention here that the government Postal 
Development also participated in life insurance business. The post 
offices issued the life insurance policies. The postal insurance 
represented the government participation in India in life insurance 
business. Thus in fact. Postal insurance dated back to 1883.lt was 
instituted by the government for the benefit of postal employees. The 
maximum amount on a single life policy was fixed at Rs. 4,000. Later on 
the government servants sought enhancement of amount and the 
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maximum limit was raised to Rs.l2000. Endowment life policy was 
issued by the post office. The aggregate sum of postal life policies had 
crossed Rs. SOOOcrores in 1954. 
The life insurance business, however, was dominantly in the 
control of private enterprises. As the insurance business involved less 
capital investment, more and more entrepreneurs entered into the 
insurance sector. The industry saw mushroom growth of private firms 
selling life insurance to Indian people. There were as many as 254 
private insurance companies in India operating in the year 1956.6 
Insurance business being solely in the private sector, the public 
funds used to go into the hands of private enterprises. Some 
unscrupulous element in these enterprises however, indulged in 
malpractices, which were prejudicial to the financial interest of the 
general public. Lack of the public confidence stared creeping into the 
insurance business. Many companies frittered away the financial 
resources garnered as insurance fund from the public overlooking the 
interest of the policyholders. Some companies were charged with 
embezzlement and defalcation of funds. Many individuals who 
controlled the insurance business utilized the funds of these insurance 
companies for investment in other ventures of their own vested interest 
disregarding the loss of the industry and the policyholders. 
The government of India, therefore, had to take steps to 
safeguard the interest of the policyholders as well as to ensure that the 
insurance funds flow to the right productive channels for the economic 
development of the country as the planning era had already started. 
The insurance sector represented one of the country's important capital 
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formation bases which mobiUzed savings. The government, therefore, 
took the decision to nationalize the insurance business in the best 
interest of the policy holders and the nation. 
Thus started the new era making the important phase in the 
history of life insurance in India leading to the birth of monolithic 
organization which came to the known as "Life Insurance Corporation 
of India" (LIC). Henceforth, the ownership / control and management 
of life insurance business completely shifted into the hands of 
Government of India. The following Section-2 is devoted to the 
discussion of LIC, which assumed a pride of place amongst the India's 
public sector organizations. The genesis of LIC, its objectives and 
functions, organization and management, economic and social role, etc. 
are dwelt upon in this section. 
SECTION - II 
The Life Insurance Corporation of India (LIC) 
The Life Insurance Corporation of India (LIC), came into 
existence primarily out of economic necessity. Elimination of unhealthy 
competition in insurance business due to the existence of a multitude of 
Indian and foreign private insurer, sometimes leading to malpractices 
detrimental to the insured, and introducing a uniform norm of 
insurance business for all people throughout the country were other 
reasons of secondary importance but not of less significance. 
Soon after independence, the government of India embarked 
upon the process of plaruied economic development of the country. The 
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planning commission formulated Five year development plans for the 
growth of different sectors of the Indian economy, special emphasis 
was given for the development of core sectors, of agriculture, industry, 
social and economic infrastructure. The implementation of the planned 
programmes of development required huge financial resources. The 
Government of India felt the dire necessity to raise adequate funds 
which could be channelized to finance the development of core 
economic sectors. Capital formation was, thus, the pronounced need of 
the time. 
Capital formation, however generally involves there distinct but 
inter-dependent activities, viz. Savings, financial and investment. In a 
developing economy the functions of savings and investment are 
disintegrated. Those who save (surpluses units in the economy) are 
separated from those who invest (deficit units in the economy). To 
bridge the gap between savers and investors intermediaries are 
required. The financial intermediaries are the agencies which perform 
this economic function. Saving institutions like the insurance 
companies, commercial and cooperative banks, post offices, pension 
and provident funds administration, are the institutions established to 
function as intermediaries between the savers and investors. The 
financial institutions assume considerable importance in the process of 
economic development as they take upon themselves function of capital 
formation on the one hand and providing funds to investors on the 
other hand. The roles of financial intermediaries envisages that they 
assemble the scattered savings in the economy from the surplus units 
(the savers) and build up a huge pool of the institutionalized savings. 
Various types of financial securities suiting the aspiration of different 
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types of savers are devised by these financial intermediaries to attract 
the savings. These financial securities are then exchanged with the 
savings of the surplus units. In this process, the financial intermediaries 
create for the saver a financial obligation upon themselves. The 
garnered saving transform into a pool of invest able funds into the 
hands of financial intermediaries. The investment of these funds by 
financial intermediaries is made through the process of acquisition of 
investors securities like; shares, bonds, gilt-edge securities, etc. as well 
as for funding the Government to finance the development plans. 
Thus, the Life Insurance Corporation of India (LIC) came into 
existence as of economic necessity as a financial iristitution of primary 
importance to garner the dispersed savings in Indian economy for 
capital formation required to finance and sustain the economic 
development of the country. 
Sight carmot be lost of the other factors of no less importance that 
guided the government to take over the insurance business from the 
private companies into state ownership and control. The scenario of life 
insurance business at the time of independence of the country reflected 
the existence of a large number of private players, both foreign and 
Indian, operating in the insurance market. Keen competition between 
Indian insurance companies rendered the adherence by them to 
standard norms of actuarial business not possible. Insurers followed 
their own strategies of attracting customers and for marketing their 
insurance securities. The requirements of adequate premium 
commensurate to the risk had to be sacrificed by insurance companies 
in their keenness to out compete each other in securing business. 
Higher risks were insured at low premiums. Administrative and 
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establishment expenses were higher and not competitive with the 
volume of business gained by the companies. The investment decisions 
of the accumulated large insurance funds which are extremely critical 
for the society and for the companies themselves were not sound under 
the pressure of competition. The overall impact for all this fell on their 
profitability which started eroding. Failure, sickness and success 
amongst the private insurance companies became more usual than 
exception. This was a situation not considered by the government 
conducive to the promotion of life insurance sector. Also, the much 
needed capital formation in adequate measure could not have been 
possible in such an environment. Nor could the accumulated large 
insurance funds in the hands of numerous insurance companies be 
channelised for investment in the planned development programmes. 
Streamlining and reforming the insurance business was the call of the 
time and the government rose to the occasion. 
Nationalization of the life insurance business in India was the 
decision rightly taken by the Government of India in the year 1956. The 
decision was in consonance with the concept of socialist pattern of 
society pursued by the then government of the Congress Party in India. 
It was necessary in order that the interest of the insuring public and the 
industry could be safeguarded, the country's economy promoted and 
more funds provided for economic development. 
However, the 'general insurance' business which included the 
fire insurance, accident insurance, automobile insurance, etc. was left 
into the hands of the private companies. But the government had made 
it clear that it would be watching the general insurance practices 
carefully. If things did not improve, it might consider nationalization of 
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general insurance business, too. And the ultimate had to happen. 
Dissatisfied with the practices and performance of general insurance 
companies, the government first imposed 'Social Control' in 1968, 
which armed the government with wide saving powers to monitor and 
regulate the working of general insurance concerns. Later, in 1971, the 
government took the final step towards nationalization of general 
insurance business also. The General Insurance (emergency provisions) 
Act was enacted in 1971 which provided the first stage of takeover. By 
virtue of the Act, the government assumed the management of the 
existing insurance companies. The second stage consisted of complete 
take over of the assets, liabilities and staff of the general insurance 
companies. This was done by enacting the General Insurance Business 
(Nationalization) Act of 1972. Thus, the nationalization of the life 
business as well as of the 'general insurance' was complete. 
Formation of LIC 
The policy of nationalization of life insurance business leading to 
the formation of Life Insurance Corporation of India was legislated in 
two phases. Under first phase, on Jan. 19, 1956, the government 
promulgated the life insurance (Emergency Provisions) ordinance 1956. 
Under the second phase, the government took steps to established a 
national level institution for the purpose of looking after the life 
insurance business. On September 1, 1956, by an Act of parliament, 
namely, the Life Insurance Corporation Act, 1956, the government 
established the LIC to function as the only institution to deal with the 
life insurance business in India. While it was legislated that the LIC 
should be closely monitored by the government, its management was 
allowed to have sufficient autonomy. It was to enjoy a monopoly in 
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respect of the life insurance business but it was directed to function as 
far as possible on business principles. In fact, the LIC was set up as an 
autonomous organization/ 
Objectives of LIC 
The goals to achieve by forming the Life Insurance Corporation 
emanate from the necessity of establishing the organization. Capital 
formation was the basic economic objective so that unutilized savings 
could be garnered and available to the government for financing the 
planned economic development programmes. In addition, the 
Corporation was to redeem other related socio-economic objectives of 
no less importance to the country. These aims include.^ 
' 1. To spread life insurance much more widely and in particular 
to the rural areas and to the socially and economically 
backward classes with a view to reaching all insurable persons 
in the country and providing them adequate financial cover 
against death at a reasonable cost. 
2. To maximize mobilization of people's saving by making 
insurance - linked savings adequately attractive. 
3. To conduct business with the utmost economy and with full 
realization that the moneys belong to the policyholders. 
4. To act as trustees of the insured public in their individual and 
collective capacities. 
5. To meet the various life insurance needs of the conamunity 
that would arise in the changing social and economic 
envirormient. 
6. To bear in mind, in the investment of funds, primarily 
obligation to its policyholders, whose money its hold in trust, 
without losing sight of the interest of the community as a 
whole; the funds to be deployed to the best advantage of the 
investors as well a community as whole, keeping in view 
national priority and obligation of attractive return. 
7. To involve all people working in Corporation to the best of 
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their capability in furthering the interest of the insured public 
by providing efficient service with courtesy. 
8. To promote amongst all agents and employees of the 
Corporation a sense of participation, pride and job satisfaction 
through discharge of their duties with dedication towards 
achievements of corporate objective. 
Capital Structure 
The Life Insurance Corporation of India was formed as a primary 
financial institution in the public sector as a Government of India 
undertaking. Keeping with this nature of the Corporation as a Central 
Government Body, the initial capital was contributed by the Central 
Government of the country. It was incorporated with a capital Rs. 50 
million from the Government of India. 
Organization Structure 
The Lie is a body corporate with characteristics features of 
perpetual succession and a common seal. At the top of its organization 
structure is the Board of Directors which consists of members not 
exceeding 15 appointed by the Central Government, with the authority 
to conduct the insurance business subject to the direction of the Central 
Government. The Central office of the LIC is located at Bombay. LIC's 
organization structure at a glance has been presented in the chart which 
reflects that directly under the Board is the Managing Director. He is 
the Chief Executive, Advisor and Liaison officer of the Corporation. For 
discharging its functions effectively, various Central Committees, have 
been formed which are advisory bodies and deal in specialized 
functions related to the administration and management of the 
organization. For instance, there are committees rendering advise on 
subjects like Executive, Budget, Investment, Legal, Personnel, 
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Policyholders, Building and development. The Corporation is 
authorized to constitute such other committees as it may consider 
necessary for effective working. 
Geographically, the Corporation has been organized into seven 
zones spread to cover the whole country. These Zonal offices are 
located at Mumbai, Delhi, Calcutta, Chennai, Hyderabd, Kanpur and 
Bhopal. Besides, the Corporation operates through Divisional Offices 
established in important cities of the country. Todate there are 100 
Divisional offices which function under the direction of the Zonal 
offices to which they are assigned. 
The Corporation has a network of branches with a reach to the 
people in villages and small towns. So far the strength of the 
Corporation's branches is 2,048 spread over the whole country. The 
Corporation has a huge workforce to fetch insurance business. Its 
human resource is combination of cadre employees engaged on 
permanent basis in its employment as well as those who have self-
employed themselves by working as an agents of the Corporation on 
commission basis paid on the life insurance business fetched by them 
for the Corporation. 
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ORGANIZATION OF LIFE INSURANCE CORPORATION 
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The total number of employees in the employment of 
Corporation is 1.24 lakhs which confers on the Corporation the status of 
one of the largest employers in India. Besides, more than 5.59 lakhs 
active agents are spread all over the country selling the life insurance 
products of the Corporation. The Corporation has also established 
extensive training facility at all level for the grooming, refreshing and 
orienting its workforce ior marketing the life products with new 
strategies and conviction to the buyers. At the apex level, the 
Corporation owns and runs the Management Development Institute, 
seven Zonal training centers and 35 training centers.^ 
Functional Areas 
Lie's functional organization set up is based on the identification 
of functions to be performed as the nature of insurance business 
necessitates. The accompanying Chart depicts the functional areas of 
the Lie. The central office takes care of the functions related to the 
overall planning, administration and control of the countrywide 
activities of the Corporation. These include a variety of important 
functions such as Organizational, Actuarial, Finance Accounts, Audit 
Inspection, Development, Investment; Personnel, Legal, Foreign 
Business, Product Designing, etc. The Zonal Offices monitor and guide 
the Divisional Offices under them. They take care of such functions as 
Accounts, Building. Personnel, integration of business activities and 
administrative working, etc. The Divisional offices oversee as well as 
direct the branch office assigned to carry out the overall policies of the 
Corporation and achieve the goals set and targets of business. The 
branches are in fact in the forefront operating in the insurance market. 
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They are the important sales outlets. Marketing of insurance 
products and fetching the business for the Corporation is the chief 
function of the branch establishment. According, the functional areas of 
branches include carrying out such basic activities as the procurement 
of new business, maintaining Branch Accounts, Policyholders servicing, 
dealing with insurance agents, branch personnel and development, etc. 
International Operations of LIC 
Besides the mammoth domestic operations, the LIC of India 
operates abroad directly through its branch offices at Wembley in U.K., 
Port Louis in Mauritius and one each at Suva and Lautoka in Fiji. 
LIC has also established three overseas joint venlxire subsidiaries 
namely LIC (International) E.C. at Bahrain, LIC (Nepal) Ltd. at 
Kathmandu in Nepal and LIC (Lanka) Ltd. at Colombo in Sri Lanka. 
The Corporation's foreign branches at U.K., Mauritius and Fiji 
together with the three subsidiaries at Bahrain, Nepal and Sri Lanka 
have shown an impressive growth in the new business in the year 2002-
03. The overseas units, despite the global recession have collectively 
secured 28987 policies with sum assured of Indian Rs. 7938 million and 
have mobilized first premium income of Indian Rs. 1175 million. They 
registered a growth of 68%, 51.4% and 82.1% in number of policies, sum 
assured and first premium income respectively. 
LIC (International) E.CB. Bahrain 
LIC (International) E.C, the first overseas subsidiary of the 
Corporation was established in 1989 at Bahrain to cater to the life 
insurance needs of NRIs in Gulf countries. The company has been 
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operating in the States of Bahrain, Saudi Arabia, Kuwait and Dubai 
through chief agents and in Qatar through broker arrangement. 
Recently the Corporation entered into an agreement appointing M/s. 
Gulf Insurance Agencies Co. as LIC subsidiary Sultanate of Oman. With 
the expansion, the company has achieved its coveted goal of having 
presence in all the GCC countries. The subsidiary at Oman has since its 
inception has issued 70,069 policies for a sum assured of US $502.33 
million. 
LIC (Nepal) Ltd. 
As part of the international expansion programme, the 
Corporation established LIC (Nepal) Ltd., a joint venture between the 
LIC of India and the Vishal Group, a leading industrial group of Nepal 
on S'd December 2001 at Kathmandu, Nepal. The company has made 
significant inroads in the Nepal Life Insurance market and has since its 
inception completed as at 31s^  March 2003 an impressive business of 
11264 policies with a sum assured of Nepal Rs. 196.24 crores and first 
premium income of Nepal Rs. 9.29 crores. The company made its first 
public issue in August 2002 which was over subscribed by more than 16 
times. It is an eloquent testimony to the efficient way in which the 
operations have started and to the brand image of LIC. The company 
contemplates a major geographical expansion programme in the near 
future and has already established a new branch at Birat Nagar in 
Nepal. 
LIC (Lanka) Ltd. 
LIC (Lanka) Ltd., the latest joint venture company of the 
Corporation in partnership with M/s. Bartleet & Co. Ltd., the reputed 
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Sri Lankan business group, was established on 1*' March 2003. The 
company has in a short period has already opened, besides its existing 
branch at Colombo, 2 branches at Jaffnaan. Efforts are on to open two 
more branches at Triconnamali and Batticola in the current financial 
year. 
Globalization of LIC 
Lie has strategically decided to give thrust to its international 
operations and spread its wings to more countries. With this end in 
view, a Five Year Strategy has been prepared with a phase wise 
programme for expansion in the international arena. Currently the 
company is engaged in the exploration of new markets such as USA, 
Africa, Australia, New Zealand and South East Asian countries. It has 
planned to increase the share of international business to the total 
business of LIC to the extent of 2% in a period of 5 years and to 5% in 
the next 10 years. The aggressive marketing strategies adopted by the 
LIC have already started bearing fruits much earlier than expected. The 
share of international business has jumped almost three times from 
0.43% to 1.21% in the year 2002-03. 
With the impressive performance of the Corporation both in 
domestic market and abroad as well, LIC is marching ahead with 
confidence towards achieving its coveted vision of a "transnationally 
competitive financial conglomerate" and for increasing its share in the 
Global Life Insurance Market.^o 
New Era of LIC 
Over four and a half decades from 1956 to 2000, the life 
insurance remained the monopoly of the Life Insurance Corporation 
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of India. It functioned as a monolithic financial institution in the 
insurance sector with exclusive right to conduct the life insurance 
business in the country. No challenge or competition ever came to be 
confronted by the Corporation during such a long period. Tapping of 
the life insurance potential in the country was the sole domain of the 
Lie. The government laws fully protected the Corporation as the 
entry or participation in any form of the Indian and foreign insurers 
into life business were completely banned. However, this monolithic 
business environment could not last longer for the Corporation. 
Ultimately it came to be phased out when India signed the General 
Agreement on Trade and Tariff (GATT) and later joined the World 
Trade Organization (WTO) in 1995. A new era ushered in as, under 
the covenants of the GATT and WTO, the protected economy had to 
be converted into an open and laissez fare economy in the member 
countries of the WTO This necessitated reforms towards re-
structuring of the Indian economy. The socialist pattern of economy 
started dismantling in favour of capitalistic pattern introducing 
privatization in production and distribution system. Initiative was 
started early nineties to open wide the Indian market for free entry 
and exit of foreign and domestic companies into manufacturing, trade 
and services as well as other sectors of the economy. And insurance 
sector was no exception. It had also to fall in line for reforms. This 
impacted the status of LIC. The following Section-3 is devoted to the 
discussion of new era brought about by reforms in the insurance 
sector and the impacted change in the status of LIC. 
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SECTION-3 
Economic Reform in the Insurance Sector 
This section discusses the economic reforms carried by the 
Government of India in the insurance sector and presents the current 
scenario as has emerged in the insurance industry in general, and in the 
life insurance segment in particular, in the wake of reforms introduced 
in the Indian economy towards liberalization and globalization. 
India embarked upon economic reforms from the begirming of the 
decade of nineties. Wide ranging changes in the economic policies were 
made in the direction of liberalization of Indian economy. The regime of 
licenses, regulations and controls is being phased out and replaced by 
the free entry and exit, privatization and participation by multinational 
in various economic sectors. Industrial licensing has been virtually 
abolished and is now restricted to only few specified industries mainly 
for security, safety and environmental reasons. The requirement of 
special approval for establishment and expansion of industrial capacity 
for Foreign Exchange and Management Act companies and for large 
houses under the Monopoly and Restrictive Trade Practices Act has 
been dispensed with. Industrial areas exclusively reserved for public 
sector have been greatly reduced. To raise resources and encourage 
wider public participation, part of the governmental shareholdings in 
selected public sector units is being offered to the general public. Under 
disinvestment policy some of the chronically seek and unprofitable 
units have been sold out to private entrepreneurs. Inflow of direct 
foreign investment is being encouraged. Approval for foreign equity up 
to 51 % in a number of specified industries is available on an automatic 
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basis. Individual cases involving foreign equity participation over 51% 
can now be approved by the Foreign Investment Promotion Board. 
Automatic permission is also given to foreign technology agreements 
subject to specified limits. 
Reforms have brought in a decisive change in the thrust of trade 
policy. Imports of large number of items have been permitted under the 
'Open General License' policy. Quantitative restriction on imports of 
raw materials, components, intermediate and capital goods have been 
drastically reduced and, in certain other cases compatibly done away 
with. Tariffs are being gradually lowered. Canalization of imports and 
exports has been reduced and export incentives simplified. The 
environment has been made conducive in which should improve the 
economy's competitiveness and export orientation. 
Restructuring of financial sector also was affected and the rupee 
has been made convertible on trade account. Convertibility of rupee on 
capital account remains under active consideration of the government 
to attract lager inflows of Foreign Direct Investment (FDI). Reforms 
have been brought in the banking sector, telecom sector and insurance 
sector. As this study specifically concerns itself to the insurance 
industry, it confines itself to a discussion of the reforms in the insurance 
sector. 
Need for Insurance Sector Reforms 
The environment created by wide ranging reforms in other 
sectors of economy contributed to the necessity of re-structuring the 
insurance sector also. The life and general insurance business had been 
the State monopoly for a long time past. The sector was governed and 
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^ 
controlled by the Central Government. The Life Insurance Corporation 
I [ sec. NO , 
and the General Insurance Corporation with its roiir subsidiaries wete , 
gigantic undertakings in the public sector. ' ^ ^ "" 
Under the impact of economic reforms beginning from 1991, a 
majority of areas previously reserved for the public sector were thrown 
open to the private sector to strengthen the forces of competition. The 
banking industry where only Indian banks had been operating was 
made open to foreign banks. Innovative banking products created by 
foreign and private banks were introduced in the Indian market. Vast 
coverage and deeper reach to the potential customers in the remote 
urban areas with attractive profitable securities enhanced the volume of 
business in the banking industry. Most significantly, the competition 
grew in the banking sector. Higher level of efficiency, quick and 
convenient services liberal facilities of deposits and withdrawals at any 
branch of the bank and in some cases even into bank financial 
transactions in any part of the country were the new trends emerging in 
the banking industry. I 
A similar trend was also evident among non-banking financial 
institutions including leasing companies, mutual funds, merchant 
banks and other intermediaries dealing with securities business. 
In contrast, life and general insurance business remained state 
monopolies. There was virtually no competition in insurance industry. 
The consumer of insurance was not being provided a wider choice. 
Liberalization of insurance sector was considered ass the only option to 
introduce competition in the industry. Benefits of competition could 
then reach the consumers in terms of range of insurance products. 
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lower price of insurance covers and better customer services. Besides, 
the liberal reforms would contribute to the overall growth of insurance 
sector which had hitherto been stagnant in its activities, products and 
services being under the State ownership. 
The Government of India, therefore, recognized that it was 
necessary to address the need for reforms in the insurance sector which 
is an important part of the overall financial system. 
Committee on Reforms of Insurance Sector 
In furtherance, therefore, of the initiative in the area of financial 
reforms the Government constituted the "Committee on Reforms of 
Insurance Sector" in April 1993. As the committee was headed by R.N 
Malhotra, It came to the known as the Malhotra committee. The 
committee was assigned the task of making recommendations in the 
direction of reforms in the insurance sector. The terms of reference 
required the committee:^^ 
(I) To examine the restructure of insurance industry and assess its 
strength and weakness' • in terms of the objective of creating an 
efficient and viable industry; 
(II) To make recommendations for changes in the structure of 
insurance industry keeping in minds the structural changes 
carried out in other parts of financial system in the economy; 
(III) To make specific suggestions regarding LIC and GIC which 
would help to improve functioning of these organizations in the 
changing economic environment; 
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(IV) To review the present structure of regulation and supervision of 
insurance sector and to make recommendations for strengthening 
and modernizing the regulatory system in tune with changing 
requirement; 
(V) To review and make recommendations on the role and 
functioning of the surveyors, intermediaries and other 
ancillaries of the insurance sector; and 
(VI) To make recommendation on such other matters as the 
committee considers relevant for the health and long term 
development of the Insurance sector, or which are 
consequential on other recommendations including changing 
the legislation where necessary. 
The committee elaborately reviewed the working, performance 
and current status of the insurance industry. The committee was very 
realistic in its approach to deal with the task on hand. A market 
survey was conducted on sample selection basis among users of life 
insurance to assess their perceptions, to find their satisfaction levels 
with Lie and to elicit their reactions to the possible liberalization of 
the life insurance sector. The market survey also covered LIC's 
corporate clients, i.e. those who use its services for its employees. 
Agents and users were also included in the survey. The market 
survey brought forth a variety of findings. It revealed that 
awareness level of various plans of LIC was quite limited even 
among the policyholders. In regard to ingredients of operations-related 
services, a large majority of respondents said that while premium 
receipts were received punctually, they did not get policy documents 
for a long time after application, that they did not get premium/default 
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notices in time and that premium receipts and policy documents had a 
lot of mistakes. There was a feeling that LIC took long time to send 
payments on maturity. The general consensus was that LIC offered a 
range of poHcies suited to the policyholders, yet it was also felt that the 
premia is too high, that yields on policies were not good. The agents 
and development officers were perceived to be very helpful at the initial 
stage of selling a policy but the enthusiasm wore off later on after the 
policy was bought. LIC branches were stated to be not conveniently 
located. 72% of corporate respondents favored private sector entry in 
the area of life insurance and 60% of them preferred a mix of public and 
private life insurance companies. 
On the positive side, it was stated that LIC had achieved several 
of the objectives of nationalization: it had spread the insurance culture 
fairly widely; mobilized large savings for national development and 
financed socially important sectors like housing, electricity, water 
supply and sewerage; acquired considerable financial strength and 
gained confidence of the insuring public and had built up a large 
talented pool of insurance professionals. At the same time, several 
negative perceptions and constraints were mentioned. These indicated, 
for example, that the vast marketing services network of LIC was 
inadequately responsive to customer needs; insurance awareness was 
low among the general public; marketing of life insurance with 
reference to customer needs left much to be desired; term assurance 
plans were not being encouraged and unit linked insurance was not 
available; insurance covers were costly and returns from life insurance 
were significantly lower compared to other savings instrument due to, 
inter alia, excessive government directed investments of LIC funds; the 
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marketing organization was weak and turnover of agents extremely 
high. There was excessive lapsation of policies. While the coverage of 
the 'insurable population' did go up from 10% in 1971 to 22% in 1992, 
there was still a vast untapped potential. LIC management was top 
heavy and excessively hierarchical, especially at the central and zonal 
offices, the supervision and control functions in the organization had 
considerably weakened; LIC was overstuffed; work culture within the 
organization was unsatisfactory; trade unionism had contributed to the 
growth of restrictive practices; failure to adequately computerize had 
seriously affected the efficiency of the organization and the quality of 
customer service; LIC's functioning was constrained in some respects as 
it was covered by the definition of 'State', Governmental interference 
also affected the organization's functioning; LIC had became too big to 
be managed efficiently. 
Insurance Regulatory and Development Authority (IRDA) 
The government of India guided by the Malhotra Committee 
reported took the momentous decision to open the Insurance Sector to 
the private participation also in April 2000. Under the new dispensation 
the LIC is to function as an Insurance institution of the public sector 
and private insurance companies will function as insurance institution 
of the private sector. 
In the wake of privatization in the insurance sector necessity was 
felt of a body to regulate and control the insurance business since it 
involved the public interest which required to the protected by the 
Government with the under view the Government of India established 
the Insurance Regulatory and Development Authority. 
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IRDA Organization - An Overview 
IRDA is a body corporate having perpetual succession and a 
coEmnon seal with power to acquire, hold and dispose of property and 
to contract. It consist of a Chairperson and other members not 
exceeding nine in number, of whom five shall serve full time, to be 
appointed by Central Government from amongst persons of ability, 
integrity standing who have knowledge or experience of life insurance, 
general insurance, actuarial science, finance, economies, law, 
accountancy, administration or any other discipline which, in the 
opinion of the Central Government, shall be useful to the authority. 
The Chairperson and other whole time members shall hold office 
for the term of 5 years or until the age of 65 years in the case of 
Chairperson and 62 years in the case of other whole-time members, 
whichever is earlier and they shall be eligible for re-appointment 
subject to age consideration. A part-time member shall hold office for 
the term not exceeding 5 years. 
Entry of Private Players 
With the setting up of the IRDA as a statutory body for the 
regulation and development of the insurance sector the way was 
formally cleared to open the private players entry into the insurance 
sector from April 2000. The first few registration certificates to private 
players were issued in October 2000. The process of de-monopolization 
opened wide vitas with the advent of the private players. A brief 
account of the new private entrants in the insurance sector from 2000 to 
2005 is presented below 
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Details of Life Insurance 
S.No. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
Name of the Company 
Life Insurance Corporation 
of India (LIC) 
ICICI Prudential Life 
Insurance Co. Ltd. 
Biria Sun Life Insurance Co. 
Ltd. 
OM Kodak Mahindra Life 
Insurance Co. Ltd. 
Allianz Bajaj Life Insurance 
Co. Ltd. (A Joint Venture) 
ING VYSYA Insurance Co. 
Pvt. Ltd. 
Max. New York Life 
Insurance Co. Ltd. 
SBI Life Insurance Co. Ltd. 
Tata-AIG Life Insurance Co. 
Ltd. 
MET LIFE INDIA Assurance 
Co. Ltd. 
Types of the Business 
Public Sector 
PRIVATE SECTOR: Linked 
Business, Non-Linked 
Business, Pension Business, 
Health Insurance, Both 
Individual & Group 
Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Date of 
commenced 
business 
1956 
19.12.2000 
19.03.2001 
17.05.2001 
01.10.2001 
01.09.2001 
26.03.2001 
15.06.2001 
02.04.2001 
04.01.2002 
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11. 
12. 
13. 
14. 
15. 
16. 
17. 
AMP SANMAR Assurance 
Co. Ltd. 
AVIVA Life Insurance Co. 
Ltd. 
HDFC Standard Life 
Insurance Co. Ltd. 
RELIANCE LIFE Insurance 
Co. Ltd. 
Sahara India Life Insurance 
Co. Ltd. 
Shri Ram Life Insurance Co. 
Ltd. 
BHARATIAXA Life 
Insurance Co. Ltd. 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Ir«urance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
Linked Business, Non-
Linked Business, Health 
Insurance, Both Individual 
& Group Insurance 
28.01.2002 
06.06.2002 
12.12.2002 
N.A. 
N.A. 
N.A. 
N.A. 
Details of General Insurers 
S.No. 
1. 
2. 
Name of the Company 
Public Sector 
National Insurance Co. Ltd. 
The New India Assurance 
Co. Ltd. 
Types of the Business 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Date of 
commenced 
business 
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3. 
4. 
' 5. 
6. 
7. 
8. 
The Oriental Insurance Co. 
Ltd. 
United India Insurance Co. 
Ltd. 
Private Sector 
Bajaj AUiariz General 
Insurance Co. Ltd. 
IFFCO-TOKIO 
General Insurance Co. Ltd. 
ICICI-Lombard 
General Insurance Co. Ltd. 
Tata-AIG 
General Insurance Co. Ltd. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Fire, Marine, Marine Cargo, 
Marine Hull, 
Miscellaneous, Motor, 
Engineering, Aviation, 
Liability, Health. 
Source : IRDA Annual Report 2004-05 
Changing Character of Insurance Industry 
The reform affected in the insurance sector has actually changed 
the whole complexion of the industry. The new wind is blowing all over 
the insurance sector in the Indian economy and the emerging scenario is 
broadly marked by the following development.^^ 
I. The character of the industry has changed in the wake of 
transaction from a controlled to a competition - driven market; 
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II. Several new players have entered the industry both domestic and 
foreign. The foreign insurers have entered though the joint venture 
route mostly; 
III. Special privileges enjoyed by public sector insurance undertakings 
have been done away with. The LIC and the general insurance 
units have been rendered at par with private insurers in the free 
market; 
IV. The range of insurance products and services has widened; 
V. The industry now closely regulated but not controlled; 
VI. The public sector units, LIC and four subsidiaries of GIC, have, for 
the first time, came into keen competition with private insurers in 
the market; 
VII. The General Insurance Company (GIC) has been re-designated as 
the national re-insurer and has ceased to do any direct business in 
India. 
The most significant and potentially influential development is 
that because of emergence of severe competition market dynamics are 
changing fast. There has been tremendous development of the 
insurance sector in terms of the market, volume of business, the number 
of players and the products and services offered by them, accompanied 
by market innovations and professionalism. Not only products but 
contents of products have also been upgraded to make them more 
relevant for a competitive environment. Insurance is now tied to mutual 
funds and retirement plan schemes. 
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There is blending of Insurance with other financial services. The 
opening up provides a new business opportunity to banks as well. 
Bancassurance is catching up as new product of insurance. The 
concepts involve merging of the two activities of banking and insurance 
and the sale of such securities by the banks. It may provide cost 
effective banking and insurance products to a common customer. In 
future, Bancassurance could be an important factor in promoting the 
growth of the life insurance industry. The State Bank of India (SBI) and 
the Vysya bank have already received approval from Reserve Bank of 
India (RBI) to enter in insurance business. 
In developing countries, where social security for old age and 
savings instruments like pension are not available, aspects of savings 
and investments predominate. As markets mature, share of risk 
oriented products increases. A similar development is occurring in 
India where hopefully there is a marked trend towards planning for 
risk. 
With high technology, risk of various types have emerged and 
increased. There are about 400 major risks underwritten in India. They 
need professional management services. As of now Tata Risk 
Management Services, Loss Preventions Association of India and some 
other are rendering such services. Under the changed environment of 
free market, the development of risk management business is fast 
picking up. 
Striking changes have taken place in marketing outfits and 
strategies of insurance products. With the survival of agency system 
now in the general insurance business, and the entry of brokers, the 
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market strategy has undergone a change. The general insurance 
company focuses more attention to the underwriting and claim 
satisfaction function. 
As the needs of the society change people seek new ways to satisfy 
those needs. The organization that obtains a clear view of what needs 
exist as well a clear conception of how best to satisfy them, will be the 
organization that will survive and thrive in the emerging 
environmental scenario in the insurance sector of India. 
The insurance institutions are financial intermediaries. They 
mobilize the scattered savings of the society and pool them at one place. 
Insurance companies therefore, serve the most significant economic 
function of the capital formation for financing development projects for 
economic growth. The next chapter is devoted to a detailed study of the 
institutional nature of LIC its working products, their features and the 
composition of its life policy portfolio. 
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The previous chapter dwelt upon the genecology of the insurance 
industry in India. The study brought to fore that the industry has 
passed through various phases of the development. The industry's 
transformation as regards its regulation and control has completed the 
full circle. Starting as an economic activity in the private sector in the 
nineteenth century, the insurance industry's character changed into 
public sector monopoly in the mid twentieth century. The insurance 
business once again was restored to the 'private sector' from the 
beginning of the twenty first century. The peculiarity of privatising the 
insurance business in the current century is that both the public and 
private Corporations co-exist in the insurance market and are 
competing each other in conducting the insurance business. However, 
the Life Insurance Corporation (LIC) being a public sector undertaking 
is a well settled major insurance organization with the vast network of 
branches spread almost in each part of the country. The LIC thus is still 
ahead of private insurers who are new entrants in insurance business. 
The Corporation enjoys the prime of position in the life insurance 
segment of Indian Insurance sector. The Corporation is able to mobilise 
and garner a very huge amount of scattered savings of the society. But 
as it is now confronted with competition in respect of products and 
customer services, the LIC is constantly updating its insurance 
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products. However, while designing the insurance schemes and plans 
to suit the people in the new competitive market environment, the 
Corporation has also to bear in mind its social responsibility as well as 
commitment to nation's economic development being one of the oldest 
and largest custodian of nation's savings. This chapter, accordingly 
dwells upon providing an insight into the nature of LIC as a financial 
institution, its working, the broad classification of its products and the 
various types of products in the portfolio of the Corporation. 
Institutional Nature of LIC 
By nature LIC is an important primary financial institution. Such 
institutions emerge on the scene as a pre-requisite to the process of 
economic development. The main objective of primary financial 
institution is to mobilize the nation's surplus financial resources which 
are required to finance the economic development of the country. The 
LIC, thus, is the financial institution whose main objective is the 
mobilization of savings from the surplus within the economy, pool 
them to build up a huge fund and make these funds available to the 
State and investors for the country's economic progress. In other words, 
the Corporation can be characterized as a primary saving institution 
whose sole objective is to help in the process of 'Capital Formation' for 
the economic growth and development of the nation.^ 
Mobilization of Savings 
Economic development requires 'Capital Formation' to finance 
the development programmes. In developing economies, the industry's 
demand for financial resources is great. But the population is not 
educated and enlightened enough to make savings in organised form 
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and in a regular way so that savings get channelised to the Government 
and Industry for proper investment on plarmed development. The 
people in an unorganised environment either hoard the savings or 
convert them into property' gold and ornaments. The government, 
therefore, establishes as a pre-requisite for the process of development, 
financial institutions whose primary function is to mobilise the 
scattered savings in the society, to make a pool of these funds and make 
them available for employment in financing the economic development. 
Saving institutions like insurance companies, commercial and 
cooperative banks, post offices, pension and provident fund ir\stitutions 
thus emerge on the scene as soon as the under developed economy 
steps into developmental activity. These primary saving institutions 
function as a financial intermediary between the saver and the user of 
funds. Such institutions assume cor\siderable importance in assembling 
the small scattered savings of individuals (surplus units) and financing 
the plans of investors (deficit units).^ 
Life Insurance Corporation is, thus, a primary saving institution 
and a financial intermediary between the savers and investors of funds. 
Saving Motives and Life Insurance 
Life insurance responds to the saving motive of the people and 
also stimulates it. The motive for savings is reflected in the savers 
ability and willingness to set aside current income for future use. Some 
significant motives of savings may be differentiated here. Protecting 
oneself and the family is one of the chief motives for savings by an 
individual. Another motive for savings arises form the desire to create 
income generating assets like property so that the children and other 
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dependents of the individual could fall back upon it in times of need. 
An important classical motives for saving emanates from the desire to 
make an income through interest return. 
A large number of factors determine the relative importance of 
these saving. Of these income, age and social status are the most 
important deterrrunants of savings. The studies conducted in respect of 
saving have highlighted that for the people of high income group the 
savings are automatic and they commonly keep their savings in such a 
form which brings to them a 'quick' and 'better' return. People in high 
income bracket therefore make their savings in the form of securities 
and durable assets. But the savings for poor masses are not automatic. 
In fact, their savings are of sacrificial nature in the sense that they have 
to curtail their current expenditure on necessities and comforts in order 
to make savings out of their small amount of income. The savings of 
low income groups' therefore, represent and endevaour to safeguard 
future, to provide for the old age or avoidance of family distress in the 
event of disability, unemployment or some other financial emergencies. 
Thus, savings in general, are the outcome of the intentions pre-planned 
on the basis of rational consideration to divide the limited income 
between the consumption and provision for the future.3 
Life Insurance is one of the important and secured form of 
personal savings available to the masses. It satisfies three basic concerns 
of the savers viz. (i) to assist the individual against any financial 
misfortune, (ii) to build up a potential family estate to fall back upon in 
case the current earning power of the family's bread earner ceases due 
to death or other unforeseen reason and (iii) to accumulate enough 
financial resources during active period of one's life so that they are 
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available during old age and after retirement from active work. The life 
insurance savings are therefore, largely made by the middle income 
group with the above objectives in view. 
Life Insurance and Desire to Save 
The persuasive activities of the financial institutions play an 
important role in influencing the desire to save of the masses. In less 
developed economies which are characterized by low income and 
poverty-stricken masses, the propensity to consume is higher than the 
propensity to save. As a result, there is considerable amount of dis-
savings in these countries. However, the desire to save can be created in 
the people, if they feel compelled to save. Life insurance stirs up this 
psychological trait of the masses. Through their education programmes, 
the insurance companies create an awareness about the social and 
economic benefits of life insurance. They highlight the important 
function of life insurance which is to sell protection against financial 
loss in the event of the death of the insured. This basic principle of 
insurance easily appeals the people. They are tempted to go in for 
insurance that confers on them security against unforeseen future 
emergencies, or ensures them a regular income in the old age. The 
motive of self-reliance and the avoidance of destitution are compelling 
reasons for doing all that one can to make savings. A sustained well-
advertised system of personal insurance further stimulates the saving 
motive. Thus, initially creating a desire to save, the life irrsurance later 
stabilizes it in the form of a habit to save. And saving, is a function of 
habit also which can to some extent be created by propaganda. People 
can be persuaded to save in their own individual or family interest, for 
education, for old age, for weddings or funerals, or as a safeguard 
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against sickness and disaster. Life insurance satisfies all these motives 
to save and, thus, exerts considerable influence on the desire to save. 
Life Insurance Products and Saving Features 
Life insurance companies design their products commonly 
known as life insurance policies in such a manner that, the policies 
respond to different urges and requirements of the individual who is in 
need of protection. Basically, a buyer of life insurance who seeks 
coverage of risk and financial protection of his dependents from pre-
mature death, corisiders three things: (a) the amount of premium to be 
paid by him (b) the amount assured for payment by the insurer and (c) 
the condition under which the assured amount becomes payable by the 
insurer. Since the financial status of buyer is different and their 
requirements vary, they want different privileges and benefits as also 
different arrangements of the quantum and payment of premiums. 
Thus, the suitability of life insurance product for different categories of 
persons can not be generalized. The life policy of a specified pattern 
caimot be considered scrutiny to all types of individuals. Because of this 
phenomenon, the pattern, amount and benefits of a policy have become 
a matter of value judgement depending upon a number of individual 
factors, such as need of insurance, size of family, age, health of family 
members, standard and medical history of the family, capacity to pay 
premium, rate of savings, regular or irregular sources of income, nature 
of his financial obligations and the capacity of his dependents, 
temperaments of the insured, inflationary trends in the economy, 
political stability and the planned economic development of the country 
in future. Hence the insurance companies have to design and offer to 
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the buyers various types of life policies to suit the diverse r\eeds of the 
different categories of persor\s. 
The Lie, therefore, offers different types of policies to different 
types of persons. In these policies the proportion of 'pure protection' 
and 'saving' contents differ. For instance, in order to satisfy 'the income 
motive' of the insured, the LIC has designed 'with-profit' policies to 
offer to the people. The holder of 'with profit' policy has to pay some 
higher rate of premium. In return, the insurance company satisfies the 
motive for income by the payment to policyholder of a bonus or 
dividend at the end of each valuation year till the policy reaches its 
maturity. The amount of bonus or dividend is credited each year to the 
account of the policyholder. The other policies are without profit 
policies. Such policies cover the same risk content at a low rate of 
premium but do not add to the credit of policyholder account any 
bonus or dividend at the end of the valuation year.^ 
Thus, 'with profit' and 'without profit' are the two broad 
categories of insurance contracts within which different forms of life 
insurance policies are issued. 
Classification of LICs Life Products 
Broadly speaking, the LICs life products can be classified into 
four different categories. Each category includes in it a number of 
policies with different characteristics of risk coverage, financial yield, 
the amount of premia and maturity period attached to each of them. 
These categories of life insurance product are discussed below.5 
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(I) Endowment Contracts 
Endowment policies offer a contract to the buyer which promises 
the sum assured to be paid either at death or a fixed number of years 
whichever happens first. At the time of effecting the policy, the insured 
chooses (a) the maturity period, that is, the number of years for the 
policy to run (endowment period) covering the risk and (b) the amount 
payable on the happening of event insured or an maturity date as the 
case may be. The LIC pays the stated amount to the beneficiary at once 
if the insured dies during the endowment period or to the insured if he 
services upto the end of the endowment period. 
The endowment policies are further split into two types viz., (a) 
with profit endowment policies and (b) without profit endowment 
policies. The first kind of policies cover risk as well as include 
investment benefit for the policyholder. At the end of each year of the 
endowment period, the insurance company adds to the assured a 
certain amount of bonus and dividend depending upon the 
appreciation of earning and valuation of the investment made by the 
Corporation out of premia funds of such policies. The rate of premia of 
with profit policies is higher because of the lower benefits of risk 
coverage and bonus credit enjoyed by the policyholder. 
Without profit endowment policies simply cover the risk and 
satisfy the protection motive of the assured. They do not carry the 
feature of receiving bonus and thus there is no appreciation in the 
amount of without profit policies. The premium rate of such policies is 
lower in comparison to with-profit policies. 
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(II) Money Back Contracts 
The money back contract of life insurance has the distinct feature 
of making periodic payment, called money back, during the currency of 
the policy. The payments are in periodic installment pre-determined 
and agreed upon between the Corporation and the insured. The 'money 
back' may be with profit or without profit insurance policies. The 
amount of 'money back' is payable only if the insured survives the 
policy tenure. For this reason, the periodic 'money back' payments are 
also called "survival benefits.". 
The periodic installment payments are spread over the tenure of 
the policy. A fixed pre-decided percentage of the amount assured is 
paid back in each installment. For instance, in a 20-years 'money back' 
policy, 60 percent of the sum assured becomes payable spread over 
three periodic installments of 20 percent each after 5, 10 and 15 years. 
The balance of 40 percent plus the accrued bonus become payable at the 
20th year as the fourth and final installment. In a 25 years 'money back 
policy' of the Corporation, the payments are spread over 5 installments 
each payable @ 15% of the sum assured at the end of 5th, 10th, 15th and 
20th year. The remaining 40% plus bonus is payable on 5th installment 
at the end of the 10th year. 
An important feature of the 'money back' insurance law is that in 
the event of death of the insured at any time during the tenure of the 
policy, no further installment payments are made. The death claim is 
paid which comprises full sum assured plus bonus without deducting 
any of the survival benefit amounts (money back installments) already 
paid to the insured. 
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(III) Annuity Contracts ^N, < I iv 
Annuities, in real sense, are not life assurance contracts. They are 
in fact pension plans extended to the annuitants from their own 
savings. Under an annuity contract, the LIC, in return of a certain sum 
of money paid in a lump sum or by instalments agrees to pay to the 
annuitant a regular periodic amount either for a specified time or for so 
long as the annuitant is alive, as may be determined by the contract of 
annuity. The amount charged for the annuity contract is called the 
purchase price and the 'annuity' is the specific amount agreed to be 
paid periodically to a designated person. 
The Life Insurance Corporation offers various forms of annuity 
contracts to suit the diverse needs of the buyers. The annuity plans of 
the LIC may be considered under two basic categories: (a) Deferred 
Annuities and (b) Immediate Annuities. An explanatory discussion of 
these annuity plans is made below. 
(a) Deferred Annuity Contracts 
The deferred life annuity is a contract of LIC which is purchased 
by making a single payment or through annual premiums during the 
deferment period. The periodic payments of annuity, however, start at 
some time in the future. It is an ideal arrangement for a person who 
desires to secure for himself a 'pension' after a certain age. The plan is 
particularly useful to those who desire to seek a regular income for 
themselves and their dependents after the expiry of a specified period. 
Significant among the LIC's 'Deferred Annuity' plans are the 
'Annuity Certain' contracts. The LIC offers three different types of 
options to the buyers of the 'Annuity Certain' contracts. These options 
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are in the form of (a) 5-year certain (b) 10-year certain and (c) 15-year 
certain. Any one of these options can be exercised by a potential 
annuitant. The options represent the time period after which the 
annuity plan will start operating by way of making payment on regular 
periodic basis to the annuitant. 
Certain other additional feature, are also included in the deferred 
annuity plans of the LIC The contracts of annuity provide life risk 
coverage during the period of options as well as payment of periodic 
annuity after the option period. Thus, if a person dies during the option 
period, the dependents get the armuity amount at the happerung of the 
event. In case the armuitant survives, the LIC pays regular periodic 
annuity. Other annuity contracts provide payment of pension 
periodically after the option period only to the annuitant till the person 
survives and nothing to his dependents after his death. Yet other 
annuity contracts extend a further benefit of paying pension to the 
annuitant till the person survives and thereafter to the dependents in 
the form of family pension. Some annuity contracts also contain the 
further additional feature of allowing commutation of the pension 
amount. However, the commutation benefit is restricted upto l/3rd 
portion of the pension amount. The rest 2/3rd will be paid as pension to 
the annuitant as per the plan opted. 
Group Annuity plans are also offered by LIC to the employers for 
the benefit of employees. Under group annuity plans a single policy is 
issued to the employer which covers all the employees of the 
organization. The payments are made to each member of the group at 
retirement or at death whichever is earlier. This type of annuity is 
generally useful in providing for pension and also protection to the 
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members of staff. Company, firms and business organizations prefer 
this annuity plan of the LIC. 
(b) Immediate Annuity Contracts 
The immediate life annuity is a contract offered by LIC which is 
purchased by making a single payment. The periodic payments to the 
annuitant are immediate and commence as soon as the lump sum 
purchase price is received by the Corporation and the contract is 
effected. The periodicity of annuity or pension payment may be 
monthly, quarterly, bi-yearly or yearly. But the higher the frequency of 
payment the higher is the cost of annuity. The annuity continues till the 
death of the annuitant. Thus features of this contract are of special 
interest to persons without dependents because the income is assured 
throughout life but ceases when the life is gone. 
(IV) Term Insurance Contracts 
The term insurance is oldest form of contract in the insurance 
basket of the LIC. The insurance contract is sold for a fixed term of time. 
The insurer makes the payment only if the assured life expires within 
the specified term period of the policy. Thus, it is a contract between the 
insured and the insures where the Corporation promises to pay the face 
amount of the policy to a third party if the insured dies before a certain 
date or age. However, if the insured survives during the specified term, 
the contract ends and treated as cancelled without any obligation of the 
insurer to pay any sum of money on the policy. No cash values are 
accumulated as savings or emergency funds for the policyholder. The 
policy term may be as short a period as five, ten or twenty years. The 
term policy is of special benefit to such persons as need extra protection 
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for short duration like businessmen for securing a business debt, life of 
key employees, mortgages to free the mortgage, etc. 
A variety oi term insurance contracts are available to the 
purchaser such as ordinary policy, convertible policy, renewable term 
policy, etc. 
PORTFOLIO OF LICS POLICIES 
Within the broad classification of policies discussed above the 
Life Insurance Corporation has designed a variety of life policies and 
annuity plans for the buyers. The characteristic features of these 
insurance schemes and plans reflect that the Corporation has given due 
weight and consideration to the social responsibility it owes to the 
nation. It has also kept in view that it has obligation to contribute to the 
economic development of the country being one of the largest 
institutions pooling financial resource as the pioneer and leader of 
Insurance Industry in the country. The Corporation's insurance 
portfolios accordingly, comprises of policies and schemes that serve 
every section of the society. It takes care of society's multifarious needs, 
different types of protection and risk coverage and an assured return 
with appreciation in investment. Thus, in the insurance portfolio of the 
Lie are included social security plans and schemes, savings linked 
insurance schemes, group schemes providing for superannuation, 
gratuity and general insurance to the member of organizations. Group 
Term Insurance Schemes, Unit linked Insurance Plans, Pension Plans, 
Money Back Plans and Special Insurance Plans. 
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Lie's Insurance Products 
By nature people have inherent trait which differ. Each 
individual's, insurance needs and requirements are different from that 
of the other. Besides, in a competitive market, there is a greater need to 
design insurance products which are innovative and extensive in 
coverage of risk and financially more profitable than the competitors. 
Accordingly LICs portfolio consists of insurance plans and schemes 
which cater to the need of every one. Moreover, LIC has designed 
insurance policies for every segment of the society as well as for people 
in different age groups and occupations. Thus, there are insurance 
schemes in the portfolio of LIC which are suitable to rural folk, which 
offer cover to children's education, marriage etc, which cater to the 
statutory responsibility of the employers to discharge their obligation 
towards employees, which provide insurance for people in general to 
protect themselves and their dependents from unforeseen disasters, and 
which make provision of a regular income in post superannuation 
period, and so on. The contents of LICs insurance portfolio are 
exhibited broadly in the following chart which brings the full range of 
LICs product at a glance, presents the LICs insurance plans 
classification into various groups and helps to understand them, easily 
and distinctively. The products are depicted in such a manner that 
enable the individual to reach the right option readily. 
Features of LICs Products 
LICs products presented for a view at a glance have in them a 
variety of features which address the needs and aspiration of all sorts of 
individuals as well as groups. The following brief description of the 
Lie's Working and Life Policy Portfolio 
characteristics of various insurance plan/policy of LIC provide an 
insight to the prospective buyer of insurance with respect to the benefits 
accruing by acquiring a particular policy. Endeavour has been made to 
cover in this description the whole range of LIC's products classified 
into four broad categories viz. (a) Endowment policies (b) Money back 
policies (c) Annuity policies and (4) Term insurance policies. 
Jeevan Anurag 
LIC's Jeevan Anurag is a with-profits plan specifically designed 
to take care of the educational needs of children. The plan can be taken 
by a parent on his or her own life. Benefits under the plan are payable at 
pre-specified durations irrespective of whether the Life Assured 
survives to the end of the policy term or dies during the term of the 
policy. In addition, this plan also provides for an immediate payment of 
Basic Sum Assured at the time of death of the Life Assured during the 
term of the policy. 
Jeevan Kishore 
This is an Endowment Assurance Plan available for children of 
less than 12 years of age. The policy may be purchased by any of the 
parent/grand parent for risk cover: The risk commences either after 2 
years from the date of commencement of policy or from the policy 
anniversary immediately following the completion of 7 years of age of 
child, whichever is later. 
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Child Career Plan 
This plan is specially designed to meet the increasing educational 
and other needs of growing children. It provides the risk cover on the 
life of child not only during the policy term but also during the 
extended term (i.e. 7 years after the expiry of policy term). A number of 
Survival benefits are payable on surviving by the life assured to the end 
of the specified durations. One may choose Sum Assured, Maturity Age 
and Policy Term. The premiums are paid regularly at yearly, half-
yearly, quarterly or through Salary deductions over the term of policy. 
Komal Jeevan 
This is a Children's Money Back Plan that provides financial 
protection against death during the term of plan with periodic 
payments on survival at specified durations. This plan can be 
purchased by any of the parent or grand parent for a child aged 0 to 10 
years. The risk commences either after 2 years from the date of 
commencement of policy or from the policy anniversary immediately 
following the completion of 7 years of age of child, whichever is later. 
Premiun\s are payable yearly, half-yearly, monthly or through 
salary deductions. Alternatively, the premium may be paid in one lump 
sum (Single premium). 
The policy provides for the Guaranteed Additions at the rate of 
Rs. 75 per thousand Sum Assured for each completed year. The 
Guaranteed Additions are payable at the end of the term of the policy 
or earlier death of the Life Assured. 
Lie's Working and Life Poliq- Portfolio 
This is a with-profit plan and participates in the profits of the 
Corporation's life insurance business. It gets a share of the profits in the 
form of loyalty additions which are terminal bonuses payable along 
with death or maturity benefit. 
Marriage Endowment or Educational Annuity Plan 
This is an Endowment Assurance plan that provides for benefits 
on or from the selected maturity date to meet the Marriage/Educational 
expenses of the named child. 
Premiums are payable yearly, half-yearly, quarterly, monthly or 
through Salary deductions, as opted, throughout the term of the policy 
or earlier upto death. 
This is a with-profit plan and participates in the profits of the 
Corporation's life insurance business. It gets a share of the profits in the 
form of bonuses. Simple Reversionary Bonuses are declared per 
thousand Sum Assured annually at the end of each financial year. Once 
declared, they form part of the guaranteed benefits of the plan. Such 
bonuses are to be added till maturity even if the life assured dies before 
the maturity date. Final (Additional) Bonus may also be payable 
provided a policy is of a certain minimum term. 
Jeevan Chhaya 
This is an Endowment Assurance plan that provides financial 
protection against death throughout the term of the plan. Besides 
payment of Sum Assured immediately on death, one-fourth of Sum 
Assured is payable at the end of each of last four years of policy term 
whether the life assured dies or survives the term of the policy. 
Premiums are payable yearly, half-yearly, quarterly, monthly or 
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through salary deductions as opted, throughout the term of the pohcy 
or till the earlier death. This is a with-profits plan and participates in the 
profits of the Corporation's life insurance business. It gets a share of 
profits in the form of bonuses. Reversionary bonus are paid on the same 
pattern as the marriage endowment or educational Armuity Plan. 
Child Future Plan 
This plan is specially designed to meet the increasing educational, 
marriage and other needs of growing children. It provides the risk 
cover on the life of child not only during the policy term but also during 
the extended term (i.e. 7 years after the expiry of policy term). A 
number of Survival benefits are payable on surviving by the life assured 
to the end of the specified durations. 
One may choose Sum Assured, Maturity Age and the Term. The 
premiums are paid regularly at yearly, half-yearly, quarterly or through 
Salary deductions over the term of policy. Premiums may be paid either 
for 6 years or upto 5 years before the policy term. 
Jeevan Adhar 
This plan may be offered to a person who has a handicapped 
dependent satisfying conditions as specified in Section 80DDA of 
Income Tax Act, 1961. The plan provides life insurance cover 
throughout the lifetime of the purchaser. The benefits under the plan 
are for the handicapped dependent which are partly in lump sum and 
partly in the form of an annuity. The premiums paid under this plan are 
eligible for Income Tax relief. Premiums are payable in one ump sum or 
yearly, half-yearly, quarterly, monthly or through Salary deductions, 
within the selected premium paying terms of 10, 15, 20, 25, 30 or 35 
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years or till the earlier death. The policy provides for the Guaranteed 
Additions at the rate of Rs. 100 per thousand Sum Assured for each 
completed policy year. The Guaranteed Additions will accrue up to age 
65 of the life assured or till his/her death, if earlier. In addition, the 
policy will be entitled to terminal additions if at least 10 years 
premiums have been paid. 
Jeevan Vishwas 
This is an Endowment Assurance plan designed for the benefit of 
handicapped dependents. Premiums are payable quarterly, half-yearly 
or yearly throughout the term of the policy or till the earlier death. 
Alternatively, the premium may be paid in one lump sum (single 
premium). 
The policy provides for the Guaranteed additions at the rate of 
Rs. 60 per thousand Sum Assured for each completed policy year while 
the policy is in full force. The Guaranteed Additions are payable at the 
end of the policy term or on earlier death. This is a with-profit plan gets 
"a share of the profits in the form of loyalty additions which are terminal 
bonuses payable along with death or maturity benefit. Loyalty addition 
are payable from the fifth year onwards. 
The Endowment Assurance Policy 
The main features of this policy are: (a) Moderate Premiums (b) 
High bonus (c) High liquidity (d) Savings oriented. 
This policy not only makes provisions for the family of the Life 
Assured in the event of his early death but also assures a lump sum at a 
desired age. The lump sum can be reinvested to provide an annuity 
during the remainder of his life or in any other way considered suitable 
LICs Working and Life Poliq,- Portfolio 
at that time. Premiums are usually payable for the selected term of 
years or until death if it occurs during the term period. Being an 
endowment assurance policy, this plan is suitable for people of all ages 
and social groups who wish to protect their families from a financial 
setback that may occur owing to their demise. 
In case policy holder becomes totally and permanently disabled 
due to an accident before reaching the age of 70 and the policy is in full 
force, he will not be required to pay further premiums. The Disability 
Benefit is available in respect of the first Rs. 20,000 sum assured on any 
one life) and the policy will continue to be in force. By paying a small 
extra premium of Rs. 1 per Rs. 1000/- sum assured per year he or his 
family are entitled to the insurance benefits on death or permanent 
disability caused by accident. Even students above the age of 18 years 
can avail of this benefit. 
If payment of premiums ceases after at least three years' 
premiums have been paid, a free paid-up policy for a reduced sum 
assured will be automatically secured provided the reduced sum 
assured, exclusive of any attached bonus, is not less than Rs. 250. The 
reduced sum assured will become payable on the event as stipulated in 
the policy. 
The Endowment Assurance Policy-Limited Payment 
Just as in the case of limited payment whole life policies, here, 
too, the payment of premium can be limited either to a single payment 
or to a term shorter than the policy. The endowment is, however, 
payable only at the end of the policy term, or on death of the policy 
holder if it takes place earlier. 
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If payment of the premiums ceases after at least three years' 
premiums have been paid, a free paid-up Policy for an amount bearing 
the same proportion to the sum assured as the number of premiums 
actually paid bears to the number stipulated for in the policy, will be 
automatically secured provided the reduced sum assured, exclusive of 
any attached bonus, is not less than Rs. 250/-. Such reduced paid-up 
Policy will not be entitled to participate in the profits declared 
thereafter, but such Bonus as has already been declared on the Policy 
will remain attached hereto. 
Jeevan Saathi 
This is an Endowment Assurance Plan issued on the lives of 
husband and wife. The plan provides financial protection against death 
of both the lives. It pays the maturity amount on survival of one or both 
the lives to the end of the policy term. 
Premiums are payable yearly, half-yearly, quarterly, monthly or 
through salary deductions as opted by you throughout the term of the 
policy or till the first death of the lives covered, whichever is earlier. 
This is a with-profit plan and participates in the profits of the 
Corporation's life insurance business. It gets a share of the profits in the 
form of bonuses. Simple Reversionary Bonuses are declared per 
thousand Sum Assured annually at the end of each financial year. 
Mortgage Redemption 
The Mortgage Redemption Assurance policy (without profits) 
plan is designed to meet the requirements of the individual who seeks 
to ensure that all his outstanding loans and debts are automatically paid 
up in the event of his demise. The policies are usually issued only to 
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male lives aged 50 years or lesser. The policies are subject to a condition 
that the insurance cover would not extend beyond 65 years. All loans 
must be liquidated by the time the borrower attains the age of 65. The 
policies bear no surrender value. Middle-aged to elderly professionals 
whose dependents might need assistance in clearing their debts in case 
of their unexpected demise are most suited for the Mortgage 
Redemption Assurance policy. 
Amulya Jeevan 
This plan is another variant of term insurance policies of the 
Corporation. In this plan, too, full sum assured is paid on death during 
the term of the policy and nothing on maturity of the insured services. 
The distinguishing feature are with regard to minimum and 
maximum age being 18 and 60 years respectively; Minimum and 
maximum policy terms are 5 and 35 years respectively and the 
minimum sum assured is 5,00,000 and the maximum is without limit. 
Anmol Jeevan 
This plan of assurance undertakes to pay the full sum assured if 
the insured dies during the policy term period. Nothing, however, is 
paid on maturity if the insured survives. The minimum age for entry 
into this plan is 18 years and the maximum is 55 years. The minimum 
term of insurance is 5 years and the maximum 25 years. The policy is 
issued for a minimum sum assured of Rs. 5,00,000 with a maximum of 
Rs. 3 crores. Mode of premium payment are yearly, half yearly and 
single premium. 
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The plan is available to Standard and Sub-standard lives. This 
plan is also available to female lives (category I and II lives (only) and to 
physically handicapped persons subject to certain conditions. 
i) The policy will not acquire any paid-up value, 
ii) Surrender value will be available under this plan, 
iii) No loan will be granted under this plan. 
Convertible Term Assurance Policy 
This plan of assurance is designed to meet the needs of those who 
are initially unable to pay the larger premium required for a Whole Life 
or Endowment Assurance Policy, but hope to be able to pay for such a 
policy in the near future. This plan would be found useful also in cases 
where it is desired to leave the final decision as to the plan to a later 
date when, perhaps a better choice could be made. Policy holders get an 
option of converting a policy into endowment assurance or limited 
payment whole life assurance. It is available tos tandard and sub-
Standard lives attracting EMR classes I & II. 
Two Year Temporary Assurance Policy 
The Two Year Temporary Assurance (TYTA) policy is designed 
for insuring people who require risk cover for a maximum of two years. 
A single premium is required to be paid at the outset of the policy to 
cover the entire period of term. The policy issued will be only under the 
'Without Profits' plan. The policy is not entitled to any surrender value. 
No loan will be granted against the TYTA. The TYTA policy caters to 
the individuals who specifically require insurance cover against risk for 
a short period of two years, for instance persons who are required to go 
on tours for a year or so. 
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Jeevan Tarang 
This is a with-profits whole Hfe plan which provides for annual 
survival benefit at a rate of 5V2% of the Sum Assured after the chosen 
Accumulation Period. The vested bonuses in a lump sum are payable 
on survival to the end of the Accumulation Period or on earlier death. 
Further, the Sum Assured, along with Loyalty Additions, if any, is 
payable on survival to age 100 years or on earlier death. 
The plan offers three Accumulation period of 10,15 and 20 years. 
A proposer may choose any of them. 
Premiunis can be paid in one lump sum, or regularly at yearly, 
half-yearly, quarterly or monthly intervals or through salary deductions 
over the Accumulation Period. 
Policies under this plan shall participate in profits of the 
Corporation. During the accumulation period policies shall be entitled 
to receive simple reversionary bonuses which will be payable on 
survival to the end of the accumulation period will loyalty addition or 
on earlier death. 
Jeevan Anand 
This plan is a combination of Endowment Assurance and Whole 
Life plans. It provides financial protection against death throughout the 
lifetime of the life assured with the provision of payment of a lump sum 
at the end of the selected term in case of his survival. Premiums are 
payable yearly, half-yearly, quarterly, monthly or through salary 
deduction as opted by the policyholder throughout the selected term of 
the policy or till earlier death. 
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This is with-profit plan and participates in the profits of the 
Corporation's life insurance business by way of getting bonuses. Simple 
Reversionary Bonuses are declared per thousand Sum Assured 
annually at the end of each financial year and form part of the 
guaranteed benefits of the plan. Final (Additional) Bonus may also be 
payable provided the policy has run for certain minimum period. 
Whole Life Policy - Single Premium 
This is the best form of life assurance for family provision since it 
enables the Life Assured to pay the premium during the ordinary 
vigorous and most productive years of life, relieving him from the 
necessity of making payments later in life when they might become a 
burden. 
With Profits Single Premium policies do not cease to participate 
in profits after completion of the period for which premium has been 
paid, but continue to share in the periodical Bonus Distribution until the 
death of the Life Assured. Being a limited payment life assurance 
policy, this plan is suitable for people of all ages and social groups who 
wish to protect their families from a financial setback that may occur 
owing to their demise. 
Whole Life Policy - Limited Payment 
The first two features are the same as in the above 'Single 
Premium Plan'. The additional feature is that if the policyholder pays at 
least 3 years' premiums and then discontinues paying any more 
premium, a reduced paid-up assurance policy comes into force. 
Such a reduced paid-up Policy will not be entitled to participate 
in the profits declared thereafter, but such Bonus as has already been 
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declared on the Policy will remain attached thereto. The premium 
paying term under this plan is five years minimum and 55 years 
maximum. 
Whole Life Policy 
This plan is mainly devised to create an estate for the heirs of the 
policyholder as the plan basically provides for payment of sum assured 
plus bonuses on the death of the policyholder. However, considering 
the increased longevity of the Indian population, the Corporation has 
amended the above provision, thereby providing for payment of sum 
assured plus bonuses in the form of maturity claim on completion of 
age 80 years or on expiry of term of 40 years from date of 
commencement of the policy whichever is later. 
The premiums under the policy are payable up to age 80 years of 
the policyholder or for a term of 35 years whichever is later. 
If the payment of premium ceases after 3 years, a paid-up policy 
for such reduced sum assured will be automatically secured provided 
the reduced sum assured exclusive of any attached bonus is not less 
than Rs. 250/-. Such reduced paid-up policy is not entitled to 
participate in the bonus declared thereafter but the bonuses already 
declared on the policy will remain attached, provided the policy is 
converted in to a paid-up policy after the premium are paid for 5 years. 
Jeevan Bharathi 
This is a with-profits plan offered to women. It provides life 
insurance cover throughout the term of the plan along with the periodic 
payments on survival at specified durations during the policy term. The 
plan also provides the cover against affliction of certain Female Critical 
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illnesses and occurrence of certain Congenital Disabilities in newly born 
children. 
Premiums at yearly intervals are payable throughout the term of 
the policy or till earlier death. Full insurance cover is available even 
when premiums are not paid for up to three yeas. Premium for 
congenital disability benefit ceases at policy anniversary after the life 
assured completes the age of 40 years. 
Guaranteed Additions during the first 5 years of Rs. 50 per R. 
1000 Sum Assured v/ill be added to the policy at the end of each 
completed year for which premium is paid. 
After 5 years, it gets a share of the profits in the form of simple 
Reversionary Bonuses which are declared per thousand Sum Assured 
annually at the end of each financial year. A Final (Additional) Bonus 
may also be payable provided a policy has run for certain minimum 
period. 
Jeevan Surabhi 
This insurance plan is available in three different forms: Jeevan 
Surabhi plan is similar to other money back plans with the main 
differences that (i) Maturity term is more than premium paying term, 
(ii) Early and higher rate of survival benefit payment and (iii) Risk 
cover increases every five years. The policy terms available are 15, 20 
and 25 years with premium payment terms of 12, 15 and 18 years 
respectively. 
Full sum assured is paid back as survival benefit by the end of 
premium paying term. However, the risk cover and additional risk 
cover continue and the policy participates in profits till the end of policy 
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term. Accident Benefit is restricted to the premium paying period and 
to the overall limit of Rs. 5 lakh on a single life. 
Money Back with Profit 
This insurance plan is available in three variants of different 
installments for money back. Unlike ordinary endow^ment insurance 
plans where the survival benefits are payable only at the end of the 
endowment period, this scheme provides for periodic payments of 
partial survival benefits as follows during the term of the policy, of 
course so long as the policyholder is alive. 
In the case of a 20 year Money Back Policy, 20% of the sum 
assured becomes payable each after 5, 10, 15 and 20 years, and the 
balance 40% plus the accrued bonus become payable at the 25th year. 
For a Money-Back Policy of 25 years, 15% of the sum assured 
becomes payable each after 5,10,15 and 20 years, and the balance 40% 
plus the accrued bonus become payable at the 25th year. 
An important feature of this type of policies is that in the event of 
death at any time within the policy term, the death claim comprises full 
sum assured without deducting any of the survival benefit amounts, 
which have already been paid. Similarly, the bonus is also calculated on 
the full sum assured. 
Jeevan Shree-I 
This is an Endowment Assurance plan offering the choice of 
many convenient premium paying terms. It provides financial 
protection against death throughout the term of plan with the payment 
of maturity amount on survival to the end of the policy term. 
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Premiums: Premiums are payable in one lump sum or yearly, 
half-yearly, quarterly, monthly or through Salary deductions 
throughout the term or till earlier death. 
The policy provides for the Guaranteed Additions at the rate of 
Rs. 50/ - per thousand Sum Assured for each completed year for first 
five years of the policy. 
The policy participates in the profits of the Corporation's life 
insurance business from the 6th year onwards. It will get simple 
Reversionary Bonuses declared per thousand Basic Sum Assured 
annually at the end of each financial year. 
New Janaraksha Plan 
This is an Endowment Assurance plan that provides financial 
protection against death throughout the term of plan. It pays the 
maturity amount on survival to the end of the term. 
Premiums are payable yearly, half-yearly, quarterly, monthly or 
through salary deductions, throughout the term of the policy or earlier 
death. After at least two full years' premiums have been paid, full 
insurance cover is available even when premiums are not paid for up to 
three years. 
This is a with-profit plan and participates in the profits of the 
Corporation's life insurance business. Simple Reversionary Bonuses 
declared per thousand Sum Assured annually at the end of each 
financial year. Final (Additional) Bonus may also be payable provided a 
policy has run for certain minimum period. 
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Jeevan Pramukh 
This is an Endowment Assurance plan offering the choice of three 
premium paying terms. It provides financial protection against death 
throughout the term of the plan with the payment of maturity amount 
on survival to the end of the policy term. Premiums are payable yearly, 
half-yearly, quarterly or monthly, as opted by you, throughout the 
premium paying term or till earlier death. 
The policy provides for the Guaranteed Additions at the rate of 
Rs. 50/- per thousand Sum Assured for each completed year for first 
five years of the policy. From the 6th year onwards, it will get simple 
Reversionary Bonuses declared per thousand Sum Assured annually at 
the end of each financial year. 
The Sum Assured along with accrued guaranteed additions and 
vested simple reversionary bonuses and Terminal Bonus, if any, is 
payable in a lump sum on death of the life assured during the policy 
term. 
Jeevan Madhur 
Features: It is a simple savings related life insurance plan where one 
may pay premiums regularly at weekly, fortnightly, monthly, quarterly, 
half-yearly or yearly intervals over the term of policy. 
Minimum iristallment premium for different modes of premium 
payment shall be: (i) Weekly - Rs. 25/-; (ii) Fortnightly - Rs. 50/-; (iii) 
Monthly - Rs. 100/- and (iv) Quarterly, half yearly and yearly - Rs. 250. 
Further, the premium chosen shall be subject to the minimum 
and maximum sum assured of Rs. 5,000/- and Rs. 30,000/- respectively 
payable on death and maturity under this plan. 
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Jeevan Saral 
This is an Endowment Assurance plan where the proposer has 
simply to choose the amount and mode of premium payment. The plan 
provides financial protection against death throughout the term of the 
plan. The death benefit is directly related to the premiums paid. The 
Maturity Sum Assured depends on the age at entry of the life to be 
assured and is payable on survival to the end of the policy term. It also 
offers the flexibility of term and a lot of liquidity. Premiums are payable 
throughout the term of policy or till earlier death. 
This is a with-profits plan and loyalty additions are payable along 
with death benefit or maturity benefit. Loyalty Additions may be 
payable from the 10th year onwards depending upon the experience of 
the Corporation. 
Bima Nivesh 2005 
Bima Nivesh 2005 is a plan with compound rate of guaranteed 
additions and loyalty additions. It is a single premium, ideal investment 
plan for those who have no regular income but good periodical income. 
Bima Nivesh 2005 is available for terms 5 and 10 years. The guaranteed 
surrender value is payable after the policy has run for at least one year. 
Term Assurance Rider is also available by payment of a single premium 
at the option of the proposer. 
New Bima Gold 
It is a plan where premiums paid over the term of plan are paid 
back during the policy term in installments and life insurance cover is 
available not only during the term but also during the extended term of 
the plan. 
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Bima Gold 
Survival benefits are payable at the end of the specified durations 
provided the policy is in full force as given below: 
For policy term 12 years: 15% of the Sum Assured under Basic Plan at 
the end of each 4th & 8th policy year. 
For policy term 16 years: 15% of the Sum Assured under Basic Plan at 
the end of each 4th, 8th and 12th policy year. 
For policy term 20 years: 10% of the Sum Assured under Basic Plan at 
the end of each 4th, 8th, 12th & 16th policy year. 
Maturity Benefit: Payment of total amount of premiums paid (excluding 
extra/optional rider premiums, if any) plus Loyalty Additions, if any, 
less the amount of survival benefits paid earlier in case of Life Assured 
surviving to the end of the term. 
Death Benefit: Payment of an amount equal to Sum Assured under the 
Basic Plan immediately on death of the Life Assured during the term of 
the policy provided the life cover is in force. 
UNIT PLANS 
There are a number of variations of Life Money Plus Plans. The 
basic common features are the following: 
1. In this policy, the investment risk in investment portfolio is borne 
by the policy holder: 
2. This is a unit linked Endowment plan which offers investment 
cum insurance during the term of the policy. One can choose the 
level of cover within the limits, which will depend on whether 
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the policy is a Single premium or Regular premium contract, term 
chosen and on the level of premium one agrees to pay. 
3. The allocated premiums are applied to purchase units as per the 
Fund type chosen. The policyholder's Unit Account will be 
subject to deduction of charges as specified in the Policy 
Conditions. The value of the units in the Unit Fund may increase 
or decrease, depending on the investment return of the assets 
representing the chosen fund type. 
4. Payment of Premiums is one lump sum or regularly at yearly, 
half-yearly or quarterly intervals over the term of the policy. The 
minimum annual premium will be Rs. 5,000/- increasing 
thereafter in multiples of Rs. 1,000/-. 
I 
Special Features: Life Money Plus Plans differ in respect of benefits. 
Plan I: Money Plus: Higher of the Sum Assured or the Fund Value of 
the units held in the Policyholder's Fund Value shall be available as 
death benefit. For the Life Assured of age less than 12 years before the 
commencement of risk, the Fund Value of units held in the 
Policyholder's Fund Value shall be paid in case of death. 
Maturity Benefit: On the Life Assured surviving the maturity date oi 
the contract, an amount equal to the Fund value of the units held in the 
Policyholder's Fund Value is payable. 
OPTIONS 
Accident Benefit Option: For 18 years of age and above option for 
Accident Benefit equal the amount of life cover subject to minimum of 
Rs. 25,000 and maximum of Rs. 50 lakh is available. In case of death by 
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Accident, an additional sum equal to Accident Benefit sum assured 
shall be payable. 
Critical Illness Benefit Rider: For 18 and 50 years of age, one may opt 
for Critical Illness Benefit equal to the life cover subject to a minimum of 
Rs. 50,000 and maximum of Rs. 5 lakh provided the policy term is 10 
years and above. In case of diagnosis of defined categories of Critical 
Illness subject to certain terms and conditions, an additional sum equal 
to the Critical Illness Benefit shall be payable. 
Plan-II - Market Plus 
Death Benefit 
If the Life cover is opted for, the Sum Assured under the Basic 
Plan together with the Fund Value of units either as a lump sum or as 
pension. In case the policy is taken without life cover, then the Fund 
Value of the units held in the Policyholder's Unit Account shall be 
payable either as a lump sum or as a pension. 
The amount of pension will depend on the then prevailing 
immediate armuity rates under the annuity option chosen. 
Benefit on Vesting 
On insured surviving to the date of vesting, the Fund Value of the 
units held in your Unit Account will compulsorily be utilized to 
provide a pension based on the then prevailing immediate annuity rates 
under the relevant annuity option. However, you may opt to commute 
up to one-third of the Benefit to be paid as a lump sum. Further, you 
may choose to purchase pension from LlC or other life insurance 
company. 
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Accident Benefit Option: If you have opted for life cover, you 
may opt for Accident Benefit equal to life cover subject to minimum Rs. 
25,000 and maximum Rs. 50 lakh (taken all policies v^ith LIC of India 
and other insurers). In case of death by Accident, an additional sum 
equal to Accident benefit will be payable. 
Plan - III Bima Plus 
Policyholder's Unit Account on the date of death, subject to 
deduction of the charge for premature surrender as mentioned under 
Section 8 above. 
ANNUITY/PENSION PLANS 
New Jeevan Dhara-I 
New Jeevan Suraksha-I: 
These two are the variants of same type of pension plan. These 
are Deferred Annuity plans that allow the policyholder to make 
provision for regular income after the selected term. Premiums are 
payable yearly, half-yearly, quarterly, monthly or through Salary 
deduction, as opted by you, throughout the term of the policy or till 
earlier death. Alternatively, the premium may be paid in one lump sum 
(single premium). 
The premiums paid under New Jeevan Dhara 1 quality for tax 
relief under Section 88. 
These are with-profit plans and participate in the profits of the 
Corporation's annuity/pension business. Simple Reversionary Bonuses 
are declared per thousand Sum Assured armually at the end of each 
financial year. Once declared, they form part of the guaranteed benefits 
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of the plan. Final (Additional) Bonuses may also be payable provided 
policy has run for a certain minimum period. 
Jeevan Akshay-V 
The previous editions of this scheme have been closed. The 
current fifth is the new plan which is being marketed by LIC at present. 
This is an Immediate Annuity plan, which can be purchased 
through lump sum payment as Single Premium. The plan provides for 
annuity payments which are available throughout the life time of an 
armuitant. Various options are available for the type and mode of 
payment of annuities as given below: 
Options Available: The following options are available under the plan. 
Types of Annuity 
• Regular armuity for life. 
• Annuity payable for 5, 10, 15 or 20 years certain and thereafter as 
long as the armuitant is alive. 
• Annuity for life with return of purchase price on death of the 
annuitant. 
• Armuity increasing at simple rate of 3% p.a. 
• Armuity for life with a provision of 50% of the annuity to spouse for 
life on death of the armuitant. 
• Annuity for life with a provision of 100% of the annuity to spouse 
for life on death of the annuitant. 
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One choose any one. Once chosen, the option cannot be altered. 
Mode of payment 
Annuity may be paid either at monthly, quarterly, half yearly or 
yearly intervals. One may opt any mode of payment of Annuity. 
Salient features: 
• Premium is to be paid in lump sum. 
• Minimum purchase price: Rs. 50,000/= or such amount which may 
secure a minimum annuity of Rs. 3,000/= p.a. 
• No medical examination is required under the plan. 
• No maximum limits for purchase price, annuity etc. 
• Minimum age 40 years last birthday. Maximum age 79 years last 
birthday. 
• Age proof necessary. 
Jeevan Nidhi 
Futures: LICs JEEVAN NIDHI is a with profits Deferred Annuity 
(Pension) plan. On survival of the policyholder beyond term of the 
policy the accumulated amount (i.e. Sum Assured + Guaranteed 
Auditions + Bonuses) is used to generate a pension (annuity) for the 
policyholder. The plan also provides a risk cover during the deferment 
period. The USP of the plan being the pension can commence at 40 
years. The premiums paid are exempt under Section 80 CCC of Income 
Tax Act. 
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OPTIONS 
1. Annuity for life: The annuity is paid to the life assured as long as 
he/she is alive. 
2. Annuity Guaranteed for certain periods: The annuity is paid to the 
life assured for periods of 5 or 10 or 15 or 20 years as chosen by 
him/her, whether or not he/she survives that period. 
3. Annuity with return of purchase price on death: The armuity is paid 
to the life assured as long as he/she is alive. On the death of the life 
assured, the purchase price of the annuity is paid as death benefit. 
4. Increasing annuity: The annuity is paid to the life assured as long as 
he/she is alive. The amount of annuity increases every year at a simple 
rate of 3% per annum. 
Death Benefit on death before annuity vests: On the death of the 
Life Assured during the deferment period of the policy, i.e. before the 
annuity vests, an amount equal to the Sum Assured under the Basic 
plan along with the accrued Guaranteed Additions, simple 
Reversionary Bonuses and Terminal Bonus, if any, will be paid in a 
lump sum to the appointed nominee. 
Group Term Insurance Scheme 
Group (term) Insurance Scheme is meant to provide life insurance 
protection to groups of people. Administration of the scheme is on 
group basis and cost is low. Under Group (Term) Insurance Scheme, life 
insurance cover is allowed to all the members of a group subject to 
some simple insurability conditions without insisting upon any medical 
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evidence. Scheme offers cover only on death and there is no maturity 
value at the end of the term. 
Premium Chargeable: Group (Term) Insurance Scheme is at present 
offered One Year Renewable Group term assurance plan (OYRGTA). 
Every year on Annual Renewal date LIC charges the premium 
depending upon the changes in size and age distribution of the age 
group. 
Different Schemes: Group (term) Insurance Scheme has a number of 
varieties. The Scheme may provide for a uniform cover to all members 
of the group or graded covers for different categories of members, cover 
for all amounts of outstanding housing loans or vehicle advances, or 
some other benefits (e.g., life cover to supplement pension or PF 
benefits in case of death). The schemes may have add-ons like Double 
Accident Benefit, Critical Illness Benefit, Disability benefit etc. 
Group insurance scheme in lieu of Employee's Deposit Linked 
Insurance (EDLI) scheme, 1976: 
All employees to whom the Employee's Provident Fund and 
Miscellaneous Provision Act, 1952 applies, have a Statutory liability to 
subscribe to Employee's Deposit Linked Insurance Scheme, 1976 to 
provide for the benefit of Life Insurance to all their employees. Under 
the scheme as amended with effect from 24th June, 2000 the insurance 
benefit is equal to the average balance to the credit decreased employee 
in the Provident Fund during the last 12 months, provided that where 
such balance exceeds Rs. 35,000, insurance cover would be equal to Rs. 
35,000 plus 25% of the amount in excess of Rs. 35,000 subject to a 
maximum of Rs. 60,000. Thus if the length of service is not adequate and 
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/ or the salary is low the average balance may be substantially less and 
such the benefit to the employee's family is either inadequate or non-
existent. 
The contribution @ 0.50% of each employee's salary to the 
Provident Fund Authorities OR join an alternative scheme of any 
insurer LICs Group Insurance Scheme in lieu of EDLI has been 
accepted as one such better alternative. 
Accident Benefit: Double accident benefit can be allowed to the extent 
of the Sum Assured for an extra Premium. 
Group Gratuity Scheme 
Under the Payment of Gratuity Act, 1972, it is employers 
statutory liability to pay 15 days salary (15/26 of a month's wages) for 
every completed year of service to each of his employees on their exit, 
for any reason after five years of continuous service, subject to 
maximum limit of 3.5 lacs. The LIC's Group Gratuity (Cash 
Accumulation) Scheme provides for a convenient mode of funding the 
statutory obligation of an employer under the payment of Gratuity Act: 
The salient features of the policy are: 
1. Lie offers a very attractive rate of interest depending upon the 
size of the fund. 
2. Employers ordinary annual contribution is allowed as deduction 
in full in computation of business income as per Section 36(1) (v). 
3. Employer's initial contribution is allowed as a deduction in full in 
computation of business income as per Section 36 (1) (v). 
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4. Benefits to employees Employer's initial and ordinary annual 
contribution are not treated as taxable perquisites. 
5. Gratuity is tax free upto half month's average salary (of last 10 
months) for each year of service, subject to a maximum of Rs. 3.5 
lakhs as per Sec. 10(10). 
6. While computing tax on gratuity, relief of spreading back available 
as per Sec. 89(1). 
Group Superannuation Scheme 
Provision of pension is an attraction to employees to continue in 
the organization and give their best to the organization, as with 
continuous improvement in longevity a regular income even after 
retirement has become a necessity. The employer contributes a certain 
fixed percentage of salary of each member. Such Contributions are 
accumulated by LIC and the accumulated amount is utilized to provide 
various benefits as mentioned below. 
1. On Retirement of a member, the corpus (contributions plus 
interest) is utilized to provide the pension choice. 
2. On death, the pension is payable on the life of the beneficiary. 
Corpus is utilized towards the payment of pension of the type the 
beneficiary may opt and the benefit so received is tax free. A lump 
sum payable by way of death besides the pension, if the employer 
has taken Group Insurance Scheme in conjunction with the Group 
Superannuation Scheme. 
3. On with drawl: He can get the equitble interest transferred to the 
Superannuation Scheme of the new employer or opt for immediate 
or deferred pension. 
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Group Savings Linked Insurance Scheme 
The people working in the metropolitan cities, occupied as they 
are in their day-to-day activities where inflation is inevitable, find 
difficult to provide adequate security for their families. Individual 
irisurance with high premium in fact does not provide adequate 
insurance protection. Their need for insurance protection during service 
coupled with adequate savings for carefree retired life remains 
unfulfilled. Keeping this in mind, LIC has come out with an attractive 
insurance scheme viz. Group Savings Linked Insurance scheme at a 
very low cost. The Scheme can be introduced by employers to existing 
employees provided certain percentage of employees is for the new 
entrants to the Company, the membership of the Scheme is compulsory. 
Premium has two components i.e. Risk Premium and Savings 
Premium. Risk Premium is utilized to offer life cover and the Savings 
Premium is accumulated in members account. Double accident benefit 
can be allowed to the extent of the Sum Assured for an extra Premium. 
The present rate of interest allowed on saving portion of premium is 8% 
compounding yearly. 
Group Leave Encashment Scheme 
Many employers are providing Leave Encashment benefit in 
addition to other retirement benefits to their employees which is a lump 
sum amount payable to the employees or their dependents on 
retirement, death, disablement, voluntary retirement etc. 
Funding of leave encashment: LIC has introduced Group Leave 
Encashment Scheme. Just pay a yearly premium, fund your leave 
encashment liability and LIC take care of y our worries. Under the 
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Scheme, the LIC helps the employers in funding of their leave 
encashment liability. A fund is established by the LIC with the help of 
premium received from the group of employees through the employer. 
The salient features of the scheme are as follows: 
1. On the exit of an employee or encashment of leaves during the 
service the Leave Encashment amount will be paid from the Fund 
of the scheme maintained with LIC. 
2. On the death of an employee, in addition to his/her leave 
encashment benefit, his/her family will be entitled to the amount 
of insurance cover, which will be tax-free. 
Janashree Bima Yojana 
The scheme provides life insurance protection to the rural and 
urban poor persons below poverty line and marginally above the 
poverty line. 
A pension who is aged between 18 and 59 years. Below or 
marginally above poverty line. A member of any of the approved 
vocation/occupation groups. 
A State Government Department which is concerned with the 
welfare of any such vocation/occupation group, a Welfare 
Fund/Soceity, Village Panchayat, NGO, Self-Help Group etc. is the 
nodal agency to employment the scheme. It is a group insurance 
scheme and the minimum membership size prescribed for the twenty 
five. The insurance benefits to any member of the group are disbursed 
through the nodal agency. 
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Shiksha Sahayog Yojana (Social Security Scheme) 
This is a scholarship scheme launched on 31.12.2001 for the 
benefit of children of members of Janashree Bima Yojana. Students 
studying in IX to XII standards are extended scholarship of Rs. 300/-
per quarter per child for a maximum period of 4 years. The benefit is 
restricted to two children per member (family) only. 
Premium: No premium is charged for the scholarship. A Nodal Agency 
identifies the students. The member of Janashree Bima Yojana whose 
child is eligible for scholarship has to fill up an application form 
(available with Nodal Agency) and submit to the Nodal Agency. The 
applications duly filled up and certified are sent alongwith the list of 
the beneficiary students by the Nodal Agency to the concerned LIC, 
P&GS Unit for disbursement of scholarship/s. The scholarship/s will 
be disbursed to the beneficiary students through the concerned Nodal 
Agency. As only a limited number of beneficiaries are provided 
scholarship under the scheme, the selection for eligible students will be 
made on the basis of poorest of the poor. The scheme is administered 
through Pension and Group Schemes Department of LIC of India. 
Group Mortgage Redemption Assurance Scheme 
It is a Group Insurance Scheme for the borrowers of 
Housing/Vehicle Loans from Financial Institutions where Loan is 
recovered under EMI. Under the Scheme, the premium is payable in a 
single installment covering a decreasing life cover. Insurance cover 
every year will be almost equal to the loan outstanding at the 
anniversary date of each borrower. 
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Under the scheme, the premium depends upon: 
1. Age (nearer Birthday) at entry of the member into the Scheme. 
2. Outstanding loan amount at entry date. 
3. Term of loan. 
4. Schedule of repayment. 
5. Rate of interest with which the loan was availed. 
Any borrower may become member of this scheme. The 
minimum term of assurance is 3 years. Existing Borrowers can join the 
scheme with certain conditions within 6 months of the commencement 
of scheme. 
In case of death of the member during the coverage period, life 
cover on the armiversary date preceding the date of death is payable. 
The claim proceeds are used to square off the outstanding loan. 
Conclusion: 
The foregoing discussion concludes that LIC is an important 
financial institution for capital formation in the country. It garners and 
pools funds by mobilizing the savings scattered all over the nation and 
in this process it performs the significant social function of influencing 
the volume and form of savings. Besides the LIC impacts wiliness to 
save of the people and creates in them a habit of thrift. The people are 
tempted not only to save but to entrust their saving to the LIC in lieu of 
its insurance products that cater to the requirement of the individuals 
for protection against disasters unforeseen but eminent, for provision of 
a regular income for their dependents as well as for themselves in old 
age, for meeting emergencies and eventualities like children's marriage 
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illness, education, etc. Thus, LIC has designed a product portfolio that 
consists of a variety of insurance policies that satisfy the different 
motives and aspirations of the customer related to protection and 
income or both. Being the oldest and by far largest primary saving 
institution, with its network spread far and wide, the LIC is one of the 
highest mobilizer of surplus funds in the country. The next chapter, 
accordingly, is devoted to the study of inflow of funds to the LIC in 
aggregate form as well as through its different life products. The study 
also measure LICs. Share of saving mobilization in relation to total 
national savings and in comparison to the private players in the 
insurance industry in India. 
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CHAPTER - 4 
INFLOW OF L i e s FUNDS 
Lie is a primary saving institution functioning as an intermediary 
between the savers and investors as the discussion in the previous 
chapter has highlighted. Mobilization of savings is the principal 
business of the Corporation. A variety of life insurance and annuity 
policies have been designed by the LIC which comprise the product 
portfolio of the Corporation. These insurance schemes cater to the 
different needs and motives of people with regard to risk coverage and 
income expectations or both. The marketing measures of the 
Corporation impact the desire of the people to save in the form of 
insurance in order to meet future contingencies and drive them to buy 
the Corporation products. In the process, people entrust their savings in 
the form of premia to the custody of the Corporation. An enormous 
pool of savings is, thus, built up and the Corporation assumes the 
economic significance of being a great financial institution playing a 
vital role in the process of 'capital formation' for the nation. The present 
chapter, is, therefore, devoted to the study of saving potential of Indian 
economy, the inflows of savings funds to LIC, growth of LIC funds; the 
total volume of funds mobilized by life insurance industry including 
private participants, and the n\arket share of LIC vis-a-vis the private 
players in the insurance industry. 
Inflow of UCs Funds 
SECTION-I 
GROWTH OF SAVINGS IN INDIAN ECONOMY 
Savings are that part of income which is not spent. In less 
developed economies which are characterized by low income of masses, 
the whole or greater part of income is spent on consumption. The 
volume of national savings in such economies is small.^ On the other 
hand, savings are automatic in case of advanced countries and rich 
economies. The incomes there are higher for the people than their usual 
consumption pattern and their occurs financial surplus in the form of 
savings in an automatic manner. 
The savings, however, have an impact on the insurance business. 
Insurance policies are protective and are income plans which require 
the buyer to save a part of his income in order to pay the premia 
regularly. Hence, higher the willingness and capacity to save of a 
nation; higher shall be the potential opportunities for insurers to market 
their products. The greater the insurance companies are able to mobilize 
the savings, the bigger shall be the volume of capital formation. For 
insurance companies, therefore, the quantum of savings is of great 
bearing for their business as well as growth. It helps them to prepare 
the marketing strategies, establish targets, innovate insurance products, 
and mop up savings from the surplus units of the economy. The 
analysis of the growth of savings in Indian economy is, therefore, 
considered necessary for this study. The following table presents the 
domestic savings in India over the period 1991 through 2005. 
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Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Table 4.1 
Gross Domestic Savings 
( 
Amount 
(Rs. Cr.) 
143908 
162906 
193621 
251463 
298747 
317262 
352178 
374659 
468681 
490049 
532274 
642298 
776420 
907416 
[1995-2005) 
%age : change over 
previous year 
9.57 
13.20 
18.85 
29.87 
18.80 
6.20 
11.10 
6.38 
25.10 
4.56 
8.62 
20.67 
20.88 
16.87 
%ageofG.D.P. 
22.03 
21.77 
22.53 
24.83 
25.15 
23.19 
23.13 
21.52 
24.20 
23.45 
23.43 
26.07 
28.13 
16.87 
Source: "National Income Statistics," Economic Intelligence Service, CMIE, Mumbai. 
Domestic savings in India have consistently grov^n over the 
decade 1991-92 to 2004-05 as the data in Table 4.1 unfolds. The volume 
of savings has, in fact, trebled during the a decade and half. From Rs. 
1,43,908 crores in 1991-96, the volume of savings rose to Rs. 9,07,416 
crores by the end of 2004-05 in absolute money terms. The yearly 
percentage increases in savings, however, reflect a positive but 
fluctuating trend during the decade. In the year 1991-92 to 1994-95 the 
growth of savings has been tremendous. Saving which formed 22.03 
percent of GDP and grew by 9.5 percent in 1991-92 one the expended in 
volume to contribute 24.83 percent to GDP with an annual growth of 
29.87 percent in 1994-95 over the previous year. The increment in 
aggregate savings in 1995-96 over the previous year was however 18.8 
percent but accounted for more than one fourth of the Gross Domestic 
Product (GDP). The growth rate of savings in the subsequent year 
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1996-97 makes a steep decline and registers only a 6.2 percent growth 
over the previous year and formed only 23.12 percent of the GDP. The 
aggregate savings again increase by 11.1 percent in 1997-98 over the 
previous year but their rate of growth dropped to 6.3 percent in the 
subsequent year 1998-99. An all time high rate of growth at 25.1 percent 
in the volume of savings is evident in 1999-2000 which accounted for 
21.5 percent of the GDP. Subsequently, the savings though increased in 
monetary terms in 2000-01 but the rate of growth over the previous year 
was an all time low at 4.5 percent only or 23.4 percent of GDP. Savings 
have grown by 8.6 percent in 2001-02 corresponding to 23.4 percent of 
GDP. The growth rate of savings is almost even at 20.6 percent and 20.8 
percent in 2002-03 and 2003-04 but accounted for the highest share of 26 
and 28.1 percent respectively of the GDP. The hike in the volume of 
savings in 2004-05 over the previous year was, however, at a lower rate 
of 16.8 percent which amounted to also 16.8 percent of the GDP. On the 
whole, the Gross Domestic Savings, as percentage to GDP have 
constantly remained in the proximity of one-fourth throughout a 
decade and half except in the year 2003-04 when the savings formed an 
all time high at 28 percent of GDP and in 2004-05 when the savings 
formed an all time low at 16.8 percent of GDP. 
Pattern of Saving in India 
The Gross Domestic Savings represent the totality of savings of 
all sectors. A review of the contribution of different sectors will be 
relevant for this study. The life insurance business mainly thrives on 
savings of individuals, groups and families. These constitute the most 
important household sector of the economy.^ The study of the pattern of 
savings would reveal the relative importance of different sectors from 
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the point of view of life insurance business. The data presented below in 
Table 4.2 unfolds the share of each sector of economy in building up the 
aggregate national savings. 
Table - 4.2 
Volume and Pattern of Savings in India 
(1991-2005) 
(Rs. in crore) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Average 
contribution 
Household 
Sector 
110736 
(7694) 
131073 
(80.46) 
158310 
(81.76) 
199358 
(79.27) 
216140 
(72.35) 
233252 
(73.52) 
268437 
(76.22) 
326802 
(87.23) 
40440! 
(86.28) 
452268 
(92.29) 
513110 
(96.40) 
574681 
(89.47) 
671692 
(86.51) 
687079 
(75.72) 
82.4 
Corporate 
Sector 
20304 
(14.10) 
19968 
(12.26) 
29866 
(15.42) 
35260 
(14.02) 
58542 
(19.60) 
61092 
(19.26) 
63486 
(18.04) 
65026 
(17.36) 
84329 
(17.99) 
86142 
(17.58) 
81076 
(15.23) 
94269 
(14.68) 
114157 
(14.70) 
150947 
(16.63) 
16.2 
Government 
Sector 
12868 
(8.94) 
11865 
(7.28) 
5445 
(2.81) 
16845 
(6.69) 
24065 
(8.06) 
22917 
(7.22) 
20255 
(5.75) 
-1769 
(-4.58) 
-20049 
(-4.28) 
-48361 
(-9.87) 
-61912 
(-11.63) 
-26652 
(-4.5) 
-9429 
(-1.21) 
69390 
(7.65) 
1.4 
Total Savings 
143908 
(100) 
162906 
(100) 
193621 
(100) 
251463 
(100) 
298747 
(100.00) 
317261 
(100.00) 
352178 
(100.00) 
374659 
(100.00) 
468681 
(100.00) 
490049 
(100.00) 
532274 
(100.00) 
642298 
(100.00) 
774620 
(100.00) 
907416 
(100.00) 
Source: "National Income Statistics," Economic Intelligence Service, CMIE, Mumbai. 
Note: Figure in brackets are percentages to GDP. 
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Fig. 4.1. Volume ind Pattern of Savinge in inda 
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The pattern of national savings as depicted in Table 4.2 brings to 
fore the predominance of the household sector in national savings. It 
signifies the importance of household sector in the components of Gross 
Domestic Savings. It is evident from the data that household sector has 
contributed, on an average, more than 80 percent during the period, the 
private corporate sector 16 percent and the government sector has made a 
paltry contribution 1.4 percent to the national savings. Practically in almost 
all economies of the world, household sector is the chief component of 
largest contribution to the national saving stream. In developing 
economies where the manufacturing sector is not adequately developed, 
the corporate savings are very small. The financial surplus (savings) in 
such economies mainly originates from the households with agriculture as 
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their main occupation. Increasing prices of farm products enable the 
households to save in the developing process. But as the industrial process 
makes progress the corporate sector contribution to national savings 
relatively enhances. In developed countries, for example U.S., business 
savings constitute around 40 percent as component of Gross Domestic 
Savings. The household sector, however, remains the single largest 
contributor, around 60 percent, even in developed countries. 
Components of Household Savings 
The savings generated by household sector are in different forms. In 
national accounting, life insurance is included among the components of 
household sector. A review of the pattern of savings of the household 
sector will be helpful in ascertaining the savings made by individuals 
sector in various forms in general and in the form of life insurance in 
particular. The statistics pertaining to the various components in the 
pattern of household savings is presented below in Table 4.3. 
Computations in Table 4.3 reflect that savings in the form of 
Physical Assets dominate the Household Sector. Physical assets 
constitute, on an average around 50% of the total savings of the sector. 
In absolute money terms, saving in the shape of physical Assets rose 
from Rs. 48,653 to Rs. 3,66,302 during the decade 1991-92 to 2004-05, 
registering a sevenfold increase in their volume. Net claims on 
Government follow the Physical Assets. From Rs. 4398 crores or 5.9 
percent of total household savings, in 1991-92, the size of Net claims on 
Government increased to Rs. 1,02,256 crores or 14.88 percent in 2004-05 
registering a sevenfold growth over a decade and half. 
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Inflow of Lie's Funds 
Savings in life fund is the third preference of the household 
sector. Their growth trend is steady during the decade except an 
ii\significant marginal drop in the years 2002-03 and 2003-04. Life 
Insurance funds rose from 6,623 crores in 1991-92 to 63,461 crores in 
2004-05, registering a growth of almost nine-fold in the volume of 
funds. As a percentage to total household sector savings, life insurance 
fund increased from 5.98 percent in 1991-92 to 9.24 percent in 2004-05. 
Savings in the form of shares and debentures are on the decline. The 
contribution of this form of savings is lowest amongst all the 
components of household sector. From Rs. 15,887 crores in 1991 or 14.53 
percent of the total household sector savings, the contribution of shares 
and debentures whittled down in a steady yearly rate to Rs. 5,699 crores 
or just 0.85 percent in 2003-04 surging up marginally to 1.6 percent in 
the subsequent year 2004-05. Net deposits also are not a strong form of 
savings, their share in overall savings of household sector being on the 
downhill journey throughout the period of study. In 1991, Net Deposits 
were Rs. 14514 crore and accounted for 13.11 percent share in total 
household savings. During the course of a decade and half, their 
contribution though kept increasing in absolute money terms but their 
percentage share maintained a downward trend during the period and 
registered as low as 7.5 percent in 2004-05. Savings in currency form do 
not make a significant preference of the households as reflected by their 
contribution in overall savings of the sector. As a percentage 'currency' 
savings have gone down from 7.37 percent contribution in 1991 to 5.69 
percent in 2004-05. However, the volume of savings in 'currency' form 
has soared from Rs. 8,157crores in 1991 to Rs. 39,075 crores in 2004-05. 
Pension and Provident fund which made, in the first half of the 
decades, 10 to 14 percent contribution to the household sector savings 
show a declining trend in the later half of the decade when their share 
maintains declining trend and came down to 8.14 percent in 2004-2005. 
Inflow of Lie's Funds 
The above statistical analysis brings to fore the preference of the 
household sector in the life insurance form of savings. It is the third 
significant component of the overall generation of savings by the 
household sector after Physical assets and net claims on Government. 
Volume of savings in the life insurance form maintain an upward trend 
throughout the period under study except a marginal fall in two 
consecutive years. Persuasive efforts of the insurers, urbanization, tailor 
made products group insurance options, higher literacy rate and a host 
of others factors have contributed to the rising preference of households 
for savings in the form of life insurance. 
Percentage changes in savings of household sector 
The household sector savings are broadly generated into two 
forms (a) Financial and (b) Physical Assets. The data analysis reflects 
that there have been positive additions to the volume of funds in 
financial form and Physical Assets form in every year of one and a half 
decade under study except one year in each case marked by negative 
growth. 
The yearly percentage changes in the share of various 
components of household sector savings are computed in Table 4.4. The 
financial sector comprises six forms of savings as listed in the Table. The 
percentages worked out reveal that of all the different forms of savings 
generated in financial form by household sector only Life Insurance 
Funds and the Net Claim on Govt, have registered positive increases in 
volume in each year of a decade and half, 1991-92 to 2004-05, except one 
year in each case when the savings were negative compared to previous 
year. 
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Inflow of Lie's Funds 
Moreover, each form of savings of household sector is marked by 
a fluctuating trend in yearly changes in the volume of funds saved 
during the period related to this study. On an average, the aggregate 
savings of household sector in the form of 'Financial' and 'Physical 
Assets' grew at a rate of 13.3 percent during the period of study. Of this, 
the 'Physical Assets' recorded a growth rate of 17.8 percent while 
savings in 'Financial Form' grew at the rate of 11.3 percent during the 
period corresponding time space. Amongst the 'Financial' sub-sector 
components of savings, "Net claims on Govt." increased at an average 
rate of 26.2 percent followed by Life Insurance Funds which registered 
an average growth rate of 18.5 percent during the same period of study. 
Provident and Pension funds recorded a growth rate of 11.1 percent. 
The average increases in savings were 14.3 percent in the form of 
currency, 6.5 percent in the form of Net Deposits and 6.3 percent by 
way of shares and debentures during the period of the study. 
Share of Life Funds in GDS 
Savings in the form of life insurance is one of the components that 
make the Gross Domestic Savings (GDS). In less developed economies 
contribution of life funds in the country's aggregate savings is 
comparatively smaller compared to developed nations. Low incomes 
which are committed to consumption, unawareness of insurance 
virtues, illiteracy and other factors are responsible for the smaller share 
of life insurance in the Gross Domestic Savings of developing nations. 
As the country marches ahead in economic development the economic 
and social environments changes incomes rise, education spreads, and 
the urge for economic and social protection enhances. As a result, 
insurance as a means of combining protection and income gains 
Inflow of LICs Funds 
acceptability in the society. Larger number of people are disposed to 
save in the form of life insurance to seek protection as well as income. 
The share of life funds in the country, total savings, thus, starts rising as 
the economic development proceeds ahead. 
The share of life insurance funds in India's GDS would highlight 
the relative importance of life insurance as a form of savings. The 
country has been making great strides towards economic development 
and the life insurance savings should maintain pace with it. The soaring 
volumes of life insurance funds and their percentage share in the GDS 
are computed in Table 4.5. 
Table 4.5 
Percentage Share of Life Insurance Funds in Gross Domestic Savings 
(1991-2005) 
(Rs. in crores) 
Year Gross Domestic 
Savings 
Value of Life Insurance 
Funds 
Percentage Share in 
GDS 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
143908 
162906 
193621 
251463 
298747 
317262 
352178 
374659 
468681 
490049 
532274 
642298 
776420 
907416 
6623 
6766 
9197 
11016 
13523 
15574 
18737 
22572 
27684 
32679 
46104 
40508 
48722 
63461 
4.60 
4.15 
4.75 
4.38 
4.53 
4.91 
5.32 
6.02 
5.91 
6.67 
8.66 
6.31 
6.28 
6.99 
Source: "National Income Statistics," Economic Intelligence Service, CMIE. Mumbai. 
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Inflow of Lie's Funds 
The computed data in Table 4.5 highlights the ever-increasing 
role of life insurance funds as a component in making up the GDS. The 
life funds which multiplied almost nine-fold during the period of study 
1991-92 to 2004-05, have shown a rising contribution to the Gross 
Domestic Savings. From 4.60 percent of G.D.S. the share of life funds in 
total national savings increased steadily over the years and nearly 
doubled at 8.66 percent in 2001-02. After a marginal fall in their 
percentage share in GDS in 2002-03 at 6.31 percent and in 2003-04 at 
6.28 percent, the contribution of life funds picked up in the subsequent 
year 2004-05 being 6.99 percent of the total national savings. In absolute 
money terms, however, life funds have kept an ascending trend of 
contribution to GDS in each year of the decade except 2002-03 when 
their share marginally fell as compared to previous year. 
Share of Life Funds in Financial Sector Savings 
As an important component of the financial sector savings, the 
life funds have contributed significantly. Life funds stand out as the 
second important form of savings of the financial sector. Table 4.6 
below sets out the status relating to the volume of life funds and their 
relative share as percentage to the total financial sector savings. 
Statistics in Table 4.6 makes the exposition that life funds 
contribution to total financial sector savings has been in the range of 11 
to 20 percent during a decade and half 1991-92 to 2004-05. On an 
average life funds as a component of financial sector savings have made 
a significant contribution of 19.78 percent over a decade and half under 
study. 
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Table 4.6 
Percentage Share of Life Iiisurance Funds in Financial Sector Savings 
(1991-2005) 
(Rs. in crores) 
Year 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Financial Sector 
Savings 
62101 
65367 
94738 
120733 
105719 
141661 
146777 
180346 
205743 
216774 
253964 
254439 
31426! 
320777 
Value of Life 
Insurance Funds 
6623 
6766 
9197 
11016 
13523 
15574 
18737 
22572 
27684 
32679 
46104 
40508 
48722 
63461 
Percentage Share in 
Financial Sector 
10.66 
10.35 
9.71 
9.12 
12.79 
10.99 
12.77 
12.52 
13.46 
15.08 
18.15 
15.92 
15.50 
19.78 
Source: "National Income Statistics," Economic Intelligence Service, CMIE, Mumbai. 
From Rs. 6,623 crores in 1991-92 or 10.66 percent of total financial sector 
savings, the share of life insurance funds steadily rose during the period 
of study to Rs. 63,461 crores in 2004-05 which accounted for 19.78 nearly 
or 2/5''^ of the total savings of the financial sector. 
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Inflow of LICs Funds 
The conclusion is evident from the above statistical analysis that 
savings in the form of life insurance funds show an increasing trend 
during the time space of the study 1991 through 2005. Life Funds as a 
component of savings have contributed, around 7 to 8 percent to the 
Gross Domestic Savings. In the household sector savings, the share of 
life insurance funds increased from 6 to around 10 percent during the 
period under study. In fact, life funds stand out as the third important 
contributory source to the household sector savings. As a component of 
financial sector savings, life insurance funds contribute around 20% or 
2 /5* of the total savings of the Financial Sector. Moreover, savings in 
the form of life insurance are the second major component of the 
Financial Sector's overall savings. The steady increase in the share of life 
insurance funds in the savings of various sub-sectors is indicative of the 
social and economic advance fast overtaking India, persuasive efforts of 
the insurance companies, increasing disposition of people to combine 
protection with income and impact of globalization resulting in open 
market economy welcoming private participation in insurance sector. 
INTERNATIONAL COMPARISON OF INSURANCE 
PENETRATION 
Insurance penetration reflects the attitudes and disposition of the 
population of the country towards insurance. If provides the index as to 
how deeply embedded in the minds of the people is the utility and use 
of insurance in a country. The share of insurance premia as percentage 
to GDP is the common measure of the penetration of insurance. An 
133 
Inflow of LICs Funds 
international comparison of the level of insurance penetration of India 
with other countries in considered of vital importance for this study as 
it would be indicative of the spread of life insurance in India opposite 
the other nations of the world. Countries have been picked to represent 
the five continents so as to make the comparison broad-based. Data 
could be available from the international statistics for the period 1999 to 
2005. Detailed iriformation about the insurance penetration in respect of 
select countries of the world is presented in Table 4.7. 
The global insurance penetration reviewed from Table 4.8 reflects 
that in regard to life insurance South Africa is the leading country in the 
world with the deepest penetration among its subjects for life policies. 
The aggregate premium paid by the South African nation, though 
maintains a fluctuating trend, yet it accounts for, on an average, 12 per 
cent of the GDP during the period 1999 through 2005. In Europe, United 
Kingdom has the deepest insurance penetration and globally ranks as 
the second iniportant nation potentially disposed to life insurance. The 
British nation's premia funds, on an average, accounted for one-tenth of 
its GDP during the period 1999 to 2005. Among the other European 
nations prominent in their economic advancement, the France and 
Germany have lower levels of life insurance penetration as their 
insurance sector contribute $6.52 and $6.79 Percent respectively to 
Gross Domestic Product of the country. In United States, the level of life 
insurance penetration presents a stable trend. The Americans life 
insurance premia fund constituted a little more than 4 per cent in each 
year of the period 1999 though 2005. 
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Inflow of Lie's Funds 
Australians contributed an average 3.5 per cent to the GDP as insurance 
premia during the period under study. In Asian continent Japan is the 
leading nation in respect of insurance penetration. Japan's GDP has a 
content of, on an average, 8.6 per cent of the life insurance premia 
throughout the period 1999-2005. South Korea follows the trail with 8 
per cent of GDP, on an average, contributed through insurance of life 
during the same period. Malaysia accounts for about 3 per cent of its 
GDP made up of insurance premia fund and has better penetration of 
life insurance in the country in comparison to India. The life insurance 
penetration in India as indicated by the index of premium as percentage 
to GDP is a paltry 2.5 per cent, on an average, during the period of 
available data 1999 though 2005. Nevertheless, the level of insurance 
penetration in India is higher than China and Russia. Chinese on an 
average, have contributed 1.63 per cent and Russians 2.13 per cent to 
their respective GDP; by way of insurance premia funds during 1999 to 
2005 as against India's average of 2.5 per cent during the corresponding 
period. 
The foregoing analysis of the comparison of insurance 
penetration globally among the important countries of the five 
continents highlights that India, as a developing economy, is ahead of 
many countries in respect of insurance penetration but also far behind a 
number of nations spread over all the five continents. India, with only 
2.5 per cent contribution of insurance funds to its GDP, does not 
compare well with 11 percent of South Africa, 8 per cent of U.K., 9 
percent of South Korea, 8.6 per cent of Japan and more than 3 per cent 
of Malaysia. This points out there exists wide scope for further 
exploitation of the potential of insurance sector of India which is 
137 
Inflow of Lie's Funds 
population wise the second largest country of the world after China. 
This can be achieved through educative and persuasive overdrive by 
the public and private players in India's insurance industry. 
Global Comparison of Insurance Density 
Life Insurance density comparison on international basis is 
significant for this study as it would enlighten on the status of India in 
relation to other developed as well as developing countries of the 
world. The quantum of insurance protection for life an individual seeks 
in this form of life insurance contract and the premium paid reflects the 
density of insurance in the particular country^. The common measure of 
insurance density is the per capita premium paid by the people over the 
course of a particular period, usually a year. Statistics in regard to 
insurance density on global basis could be available for the period 1999-
2005. The data has been presented in Table 4.8 A select group of 
countries has been culled from the long list of countries of this world in 
such a manner that each continent is represented in making the 
comparison of life insurance density a broad-based analysis. 
The data in Table 4.8 reflects that life insurance density in India 
demonstrated by the premium as per capita though has been increasing 
each year 1999 through 2005, but remains at a level which hardly makes 
itself any comparison worthy with other countries in the world of its 
size and status of economic development. The per capita premium paid 
by an Indian increased from $6.1 in 1999 to $18.3 by 2005, almost three 
times. It is, however, extremely low compared with other counties and 
India stands out least dense in respect of life insurance. 
138 
(A 
T3 
C 
3 
Hi 
in 
u 
o 
I 
I 
9 
^ 
CO 
B 
B 
B CS 
l-H « 
O V 
B OH 
O W 
2 « 11 0< 3 
— ^ 
es -^^  B 
B 
V 
• * -
E i-s 
i 
i & 
S 
i 
f S 
1 
V 
c: 
a 
o U 
a 
o 
f -
l j 
k^ ;g3 
7 
o 
1:3 
"m 
(2 
z - J 
_ 2 
i2 
£ 
"5 
(2 
c £ 
13 
"3 
o 
£ 
= £ 
^ 
o 
< N 
n 
•n 
r^ 
"" 
o 
I N 
( N 
0 0 
o 
< N 
r 4 
*rt 
m 
O 
0 0 
a-
>o 
« 
m 
p 
O 
o 
0 0 
i 
o 
r - 4 
r ^ 
^ 
« 
o 
0 0 
* * i 
-
o-
3 1 : ^ 
o 
o 
— 
o 
5 
n 
n 
O S 
« 
« N 
< N 
0 0 
0 0 
f N 
o 
0 0 
0 0 
r-
r-' 
0 0 
o 
o 
f N 
<*> 
w-1 
— 
o 
oo 
-
0 0 
%r\ 
8 
r ^ 
" 
n 
- a 
0 0 
« N 
oo' 
C N 
» N 
O 
oo 
0 0 
0 0 
< N 
r-' 
( N 
P 
w-i 
f N 
oo 
d 
O 
i 
r i 
« 
c^ 
oo 
^O 
o^ 
N 
re 
C N 
o 
-O 
o 
0 0 
i 
f N 
r-' 
< N 
f N 
W-1 
0 0 
o 
o 
I N 
O 
m 
• * 
*o 
0 0 
o 
2 
•n 
0 0 
I N 
t o 
« 0 0 
0 0 
< N 
m 
0 0 
o 
0 0 
<*> 
I N 
O 
( N 
I N 
O 
» N 
0 0 
1 ^ 
f n 
's-' 
o6 
o 
oo 
I N 
m 
o 
8; 
• ^ 
g 
m 
o 
0 0 
m 
0 0 
o 
I N 
0 0 
o 
I M 
ON 
» O v 
r ^ 
•n 
I N 
O 
wS 
r j 
0 0 
0 0 
O 
r ^ 
0 0 
o 
o 
I N 
OO 
( N 
O 
(^1 
w-i 
m 
T T 
r o 
_ 
( N 
s 
0 0 
( N 
o 
m 
IN 
m 
o 
^^  
f O 
w > 
I N 
SO 
«o 
0 0 
( N 
C N 
O 
o> 
oo 
o 
I N 
I N 
o 
I N 
o^  
0 0 
r^ 
C N 
o* 
s 
0 0 
~ 
O 
0 0 
oo' 
o 
0 0 
' T 
O S 
< N 
O 
so 
E 
o 
o 
c^ 
i n 
s 
0 0 
so 
I N 
o 
r^  
r-
o 
O S 
o 
I N 
O N 
so 
O 
O s 
od 
I N 
1 * ^ 
•*' 
I N 
s 
r-t 
C N 
0 0 
1^1 
d 
• O 
0 0 
0 0 
o-
0 0 
" 
in 
so 
-
o 
C N 
C N 
* 0 
0C3 
0 0 
o 
O 
O 
r i 
" O 
0 0 
I N 
I N 
I N 
0 0 
OS 
<*i 
I N 
0 0 
O S 
I N 
"b 
I N 
r-i 
I N 
0 0 
• O 
a' 
C N 
C N 
0 0 
• V 
o 
0 0 
re 
r ^ 
<o 
w t 
O S 
d 
so 
o 
0 0 
d 
0 0 
0 0 
•v' 
r-
0 0 
O s 
C N 
S 
o 
oo 
so 
O s 
d 
m 
o> 
r o 
0 0 
r-
i M 
so 
0 0 
O s 
m 
s 
0 0 
r t 
o 
r-' 
o 
c^ 
• O 
oo' 
o 
0 0 
o-
O 
O 
0 0 
OS 
oo' 
X 
rn 
c 
a . 
re 
-o 
o 
C N 
so 
O 
0 0 
«o 
8 
"" 
ri 
0 0 
a ' 
so 
rn 
p 
I N 
O s 
I N 
0 0 
0 0 
r-" 
0 0 
O 
•n 
— 
r n 
s b 
OS 
r j 
d 
O -
0 0 
I N 
'^ 
I N 
m 
r i 
r i 
0 0 
r i 
o 
o 
0 0 
sb 
r-' 
O s 
I N 
I N 
d 
•b 
I N 
r - i 
sb 
m 
os' 
C N 
os" 
od 
C N 
0 0 
o 
d 
«ri 
I N 
*o 
ob 
p 
•b 
m 
m 
re 
0 
0 0 
r-
« N 
I N 
«n 
e 
^ 
r-
Os' 
O s 
*> 
so 
r^  
d 
i*j 
• ^ 
O S 
r i 
•n 
so 
n 
O s 
O s 
sb 
I S 
I T , 
0 0 
.S 
• 5 
c 
o 
0 0 
0 0 
o 
0 0 
I N 
f n 
r-' 
en 
oo 
sb 
I N 
0 0 
I N 
r-
0 0 
o 
t^ 
C N 
I N 
OCJ 
o 
ob 
O s 
O S 
C-) 
0 0 
s o 
ob 
o 
sb 
oo 
•o 
d 
ob 
r i 
so 
f t 
o 
_re' 
2 
O s 
ob 
Os" 
•^  
r* 
_^ 0 0 
5 
»6 
z 
5 
W l 
so 
sb 
a> 
s O 
»n 
• T 
r-' 
o 
^ 
• ^ 
" O 
ob 
^ 
• ^ 
*b 
o-
« 
1 
m 
ob 
«n 
w^ 
sb 
so 2' 
wS 
W^ 
p 
•<r 
s O 
sb 
o 
0 0 
wn 
0 0 
Tf" 
SO 
•b 
( N 
r i 
SO 
b 
O s 
C N 
O S 
f n 
Os" 
1 ^ 
r i 
o 
OS 
r-' 
o 
o 
a-
^ 
< 
d 
d 
m 
m 
o 
so 
d 
•n 
r i 
o 
d 
r* 
sp 
r i 
d 
oo 
r i 
d 
s O 
C N 
r i 
d 
r i 
r i 
r* 
d 
so 
O s 
0 0 
r i 
m' 
C N 
p 
rn 
ob 
so 
OS 
r i 
s O 
sb 
• ^ 
(> 
r i 
-b 
O s 
0 0 
r i 
•n 
r-
a 
u 
u; 
r-
*n 
r< 
f n 
o 
C N 
o. 
O S 
SO 
«n 
n 
„ 
0 0 
I N 
.— 
m 
i 
m 
O ^ 
I N 
C N 
OS 
^ 
• ^ 
n 
d 
o 
so 
<b 
O s 
•o 
O s 
O 
c ^ 
— 
«n 
d 
o 
o 
ob 
r j 
s O 
ob 
O s 
c n 
oo 
>b 
so 
SO 
m 
0 0 
sq 
<n 
* n 
<n 
°9 
<n 
O 
r-
T 
<~n 
r i 
< 
o o 
o o 
O 
o 
O 
o 
O o 
<N 
E 
O 
> 
a 
E 
00 
OS 
Inflow of UCs Funds 
On average basis, premium per capita of an Indian Insured works out to 
be $11.62 as against South Korea where average premium per capita is 
$911.7, South Korea $911.7, Malaysia $129/4, South Africa $446.2/1, 
Chile $134.8/2, Brazil $28.7, Mexico $49.4/5 and China $18.9. When 
compared with the developed natioris, India is no match at all in terms 
of life insurance derisity. India's average premium per capita at $11.6 is 
completely eclipsed by U.K's average $2839, Japan's $3908.9 France 
$2080.9, U.S.A. $2921.1, Australia 2037.4, Canada 1375.3. India is only 
better off in life insurance density with its $11.6 premium per capita 
against such countries as Russia where average premium per capita is 
$26.8, Kenya $9.9, Nigeria $2.6 and Indonesia $9.5 
Thus, it is evidently manifest from the foregoing analysis that life 
insurance density in India is extremely on the lower level when 
compared globally. This again points out the potentiality of the Indian 
insurance market with wide scope for growth. With the insurance sector 
open to private players, the indication have already emerged on the 
horizon that the insurance sector is poised for big growth and Life 
Insurance density should increase to compare well with the 
international level. 
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SECTION - II 
INFLOWS OF LIFE INSURANCE PREMIA FUNDS TO LIC 
The foregoing Section-I has brought out in detail the growth of 
life insurance in the current economic environment in India. 
Significantly, the life insurance is to a great extent, the function of 
savings. A detailed and critical analysis and discussion has accordingly 
been made of Gross Domestic Savings in India, its quantum, 
components and share of life insurance premia funds in the formation 
of GDS. The impact of the ability and willingness of individuals to save 
has also been examined. Insurance penetration and density levels in 
India have been compared on global basis with countries drawn from 
each continent of the world comprising developed as well as 
developing nations. It emerged that India is far behind internationally 
in insurance penetration and density as represented by the aggregate 
premia funds as well as per capita premium payment by the insureds in 
India. This brings to fore that there exists a wide scope for exploitation 
of Indian insurance market potential. As the insurance sector has now 
been thrown open to both public and private participation, the levels of 
insurance penetration and density are expected to rise further through 
the promotional endeavours of new private players in the insurance 
industry. The current economic environment offers the new entrants 
into the insurance sector opportunities of tremendous growth due to 
increasing population, income, industrialization and urbanization of the 
country. 
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The present Section-II is devoted to a detailed analysis and 
discussion of the inflows of premia funds to the Life Insurance 
Corporation of India (LIC). The study covers the period from 1991 to 
2005. It is split into two phases. The first phase relates to the inflows of 
funds during the period 1991 to 2000 when the LIC had been 
functioning as the monopolistic and behemoth public sector 
organization controlling the life insurance business as a single entity in 
the insurance market all over India and abroad. The second phase starts 
from 2000 onwards when in the wake of economic reforms effected in 
pursuance of the policy of economic liberalization and privatization the 
insurance sector in India was opened to private participation. 
Consequentially, the new private insurers entered into the life segment 
of insurance industry and the LIC functioned as a public sector 
Corporation in competition with private life insurance companies in 
India. 
Sources of Funds Inflows 
The Lie's ir\flows of funds arise from the marketing of life 
insurance products designed by the Corporation. The sums of money 
received as premium against the life policies marketed constitute the 
single huge main source of funds inflows to the Corporation. Besides 
life policies, the Corporation has raised annuity products of a variety of 
features to offer to the people as old age pension plans. They fetch 
either a lump sum amount or a regular payment for a certain period of 
time and, in return, guarantee the payment of a fixed amount of money 
periodically for the whole life after the insured has ceased the earning 
capability. Annuity plans, thus, also add to the fund inflows of the LIC 
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Range of LIC's Products 
The range of LIC's products is wide and varied. Infact, the 
designing of the new and innovative products catering to all 
conceivable aspirations of the prospective buyers comprising different 
sections of society is the continuous and dynamic process with the 
Corporation. While creating new products, the Corporation takes into 
account the several changes taking place in India impacting the 
industry, social life, technological development, economic environment, 
demographic profile etc. These factors have given birth to new types of 
risks. The emerging scenario has thus resulted in general, to a growing 
and pressing demand for individual and group life insurance as well as 
security plans in particulars for people of all walks of life. The LIC 
guided by these changes, has been designing products that suit and 
serve the dual objectives of assuming life risk and providing social 
security benefits to the people. 
At present the Corporation has a fairly wide variety of products 
to offer in the life insurance and pension plan segments. The LIC's 
range includes around 60 products^. This number, however, keeps 
moving up and down as the Corporation withdraws certain products 
from the insurance market after some time as well as introduces some 
products again with certain variation which count as new. Most often 
altogether new products are also innovated and introduced in the 
market by the Corporation both of life insurance and annuity plans. 
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The Lie's total products can be distributed approximately among 
the five broad categories: 
1. Basic life insurance plans which include whole life assurance 
plans, endowment plans, money back plaris and multiple risk 
plans. 
2. Term assurance plans which include, among others, Bima 
Sandesh, Bima Kiran and Convertible term insurance. 
3. Plans for children such as Jeevan Kishor, Children's money back, 
and children's deferred assurance. 
4. Pension plan which provide for either immediate or deferred 
pension for life. Jeevan Akshya, Jeevan Dhara, Jeevan Suraksha 
and joint life survival annuity-cum-assurance plan for husband 
and wife come under this category. 
5. Other plans designed to meet specific needs of customers such as 
for housing, for mortgage redemption, for taking care of people 
who have no regular income, for professionals with a limited 
span of high income, for meeting expenses for marriage or 
education. There are also policies for the protection of the 
physically challenged, for meeting the contingency of dreaded 
diseases and for females etc. 
Some of the new products recently added by the LIC include 
Jeevan Mitra, Bal Vidyan, Jeevan Vishwas, Nav Prabhat, etc. 
Lie's Marketing Network 
The quantum of funds inflows depends, to a great extent, upon 
the strength of marketing network of this organization. The LIC has 
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built its marketing network over the course of more than half a century 
now since its inception in 1956. In a substantially large part of this 
period, the Corporation functioned as a single public sector 
undertaking with monopolistic control over life insurance business 
from 1956 till around 2000 when the life insurance sector was opened 
for private participation and the new entrants established life insurance 
business. In the joint sector, too, the LIC still remains the largest 
countrywide life insurer with a market share of more than 90 percent. 
Huge financial resources have, thus, always been available to the 
Corporation since its establishment and the LIC has been able to build a 
very strong, expansive and well established network of distribution of 
its products which is unmatched by any of the life insurance 
organization in the private sector. The LIC marketing network has deep 
penetration into the rural India as much as in the urban India^. 
An army of marketing staff has been retained by the Corporation 
for campaigning and selling its numerous life insurance policies and 
armuity plans. They include LIC's own cadre of field staff in regular 
employment of the Corporation as well as a large body of private 
individuals who work as agents for marketing insurance products 
under the LIC's franchise. The agents include full time workers as well 
as part-time jobbers. Both work on a commission based on the money 
value of the product marketed and business procured by them for the 
Corporation. 
The total strength of employees in the public sector LIC is just 
around 200,000. Besides LIC has a large force of 792,645 agents, 
supervised by 19,074 development officers spread across the country. 
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Efficacy of Marketing Network 
With its cour\trywide expansive distribution networks, the LIC 
has been able to make deep penetration into the populace. The 
Corporation has its reach stretched to individuals and organization in 
urban and rural areas of the country. LICs agents have played a very 
vital role in making LIC and its products popular among the people of 
all sections of society. 
Table - 4.9 
Productivity of LICs Marketing Human Resource 
(1990 to 2005) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
No. of active agents 
4,14,820 
4,64,505 
4,95,745 
5,24,427 
5,19,524 
5,13,897 
5,33,133 
5,61,198 
5,98,217 
6,83,190 
7,43,064 
8,44,003 
9,02,199 
10,03,241 
9,80,836 
Total value of 
business procured 
(Rs. In crores) 
28,239.10 
32,196.30 
36,115.80 
42,012.90 
55,468.82 
52,071.53 
56,927.23 
63,927.23 
75,606.26 
91,490.94 
1,24,950.63 
1,92,784.96 
1,79,811.17 
1,99,048.52 
1,79,886.66 
Average Business 
(per agent) 
6,80,755 
6,93,131 
7,28,515 
8,01,120 
10,67,685 
10,13,767 
10,69,037 
11,39,116 
12,59,013 
13,28,292 
16,56,370 
22,84,162 
19,93,303 
19,84,049 
18,34,006 
Source: Annual Reports of LIC 
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In fact. Lie has become a household name identified as a savour from 
risk and guarantor of financial assistance to the dependents of the 
insured due to the endeavours of the LIC's agents. As a result the 
quantum of new business secured by agents for LIC has been rising 
year after year. This reflects the impact of LIC's netw^ork alongside the 
productivity of agents. The follow i^ng table 4.9 shows the agents 
productivity determined on the basis of the relationship between the 
number of agents and the value of new business procured by them for 
the LIC during the period of this study from 1991 to 2005. 
The efficacy of the LIC's network of marketing is distinctly 
brought to limelight by the data computed in the above Table-4.9. The 
increase in the amount of business raised from the market by an agent, 
on an average has consistently maintained a rising trend except from 
2002-03 to 2004-05 due to entry of private insurer into the life business. 
Sales of life products by an agent in 1991 amounted to Rs. 6,78,344 in a 
year. Procurement of business per agent has almost soared over the 
course of the period 1991 through 2001-2002. The volume of business 
transacted per agent in 2005 was Rs. 1834006. The higher and rising 
productivity of LIC agents is attributable mainly to their hard 
endeavours and awareness drive among the new urban generation and 
largely neglected teeming population of Indian villagers. The 
technological improvements in marketing machinery aided by 
innovation in creating new products have also made contribution in 
enhancing productivity of the agent dominated distribution network of 
the LIC The productivity is excepted to increase further in coming year. 
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Quantitative Analysis of LIC's Funds Inflows: 
LIC's funds inflows from life insurance business take place 
though two streams. First, the funds flow to the LIC in the form of 
periodical premiums received against the continuing polices termed 
business in force. Second, the funds procured by the LIC through 'New 
Business' secured by selling the life products to new customers through 
its strong and effective marketing network. 
Quantitative analysis of funds inflows from life insurance 
business is made here under the following broad heads of LIC's funds: 
1. Individual Assurance 
2. 
3. 
4. 
5. 
(a) In India 
Group Insurance 
(a) Insurance Scheme 
General Annuity 
Pension Plans 
Unit Liriked Plan 
(a) Bima Plus 
(b) 
(b) 
(b) 
Out of India 
Superarmuai 
Future Plus 
New Business Under Individual Assurance 
Individual insurance occupies a dominant position in the overall 
life insurance business of the LIC Huge funds inflows take place 
through marketing of personal life insurance policies. The LIC effects 
the sale of individual policies both in India and out of India. Table-4.10 
below presents the funds inflows from new individual life assurance 
business procured by the LIC of India during the period of the study 
from 1991 to 2005. 
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Table -10 
New Business Individual Assurance (Inside India) 
Year 
(as on 31 March) 
1990-1991 
1991-1992 
1992-1993 
1993-1994 
1994-1995 
1995-1996 
1996-1997 
1997-1998 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
2004-2005 
No. of Policies 
(in lakhs) 
86.45 
92.38 
99.58 
107.26 
108.75 
110.21 
122.68 
133.25 
148.43 
169.00 
196.56 
224.91 
242.67 
264.56 
218.17 
Sum assured 
(in Rs. Cr.) 
28,139.07 
32,064.44 
35,956.82 
41,913.83 
55,228.50 
51,815.54 
56,740.50 
63,616.69 
75,316.28 
91,490.94 
1,24,771.62 
1,92,572.27 
1,79,512.22 
1,98,707.12 
1,79,481.39 
Annual premium 
receivable 
(in Rs. Cr.) 
1,526.65 
1,790.09 
2,037.87 
2,507.73 
2,533.90 
2,813.63 
3,345.39 
3,841.12 
4,863.41 
6,026.02 
8,851.89 
16,009.44 
12,505.38 
12,540.82 
11,224.19 
Source: Reports of LlC 
The contribution of the new individual life assurance business to 
LlC funds inflows is exhibited in Table-4.10 from 1990-91 to 2004-05. 
Steady growth of funds inflows to LlC coffers is clearly borne out from 
the statistics of number of policies sold, sum assured and the annual 
premium receivable. The steadiness of funds inflows is however, 
confined to the period 1990-91 to 2001-02 of the study. The later years 
show a declining and fluctuating trend in the funds inflows. The 
opening of the insurance sector to private players is responsible for it. 
During the years 1990-91 to 2001-02, the number of new of life policies 
marketed by LIC rose from 86.45 lakhs to 224.91 lakhs registering an 
increase of 260 per cent over the course of 12 years. The sum assured 
rose from Rs. 28,139.07 crores to Rs. 1,92,572.27 crores during the 
corresponding time space showing an increase of 65.4 per cent over the 
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period. The Annual premium receivable during the same period 
increased from 1,526.65 to Rs. 16,009.44 crores marking an increase of 
more than ten-fold in the revenue of the LIC. The LIC, however, lost its 
status of a monopolistic and monolithic life insurance institution in 
India in 2001-02 when the insurance sector was fully opened for private 
participation. The new entrants to this sector made their impact on the 
life insurance business of the LIC. By their liberal and aggressive sales 
policies, the private life insurers diverted from LIC to themselves the 
life insurance business to claim their market share. As a result of 
protected market turning into a competitive market, the LIC's steadily 
growing life business started fluctuating from 2001-02 onwards. 
Though the number of life policies marketed by LIC kept a rising trend 
in 2002-03 and 2003-04, the value of sum assured and the Armual 
Premium receivable registered a steeply declining trend. The size of 
sum assured shrank to Rs. 1,79,512.22 cr. in 2002-03 as against Rs. 
1,92,572.27 in the previous year. The Annual premium drastically 
dropped from Rs. 16,009.44 cr. in 2001-02 to Rs. 12,505.35 in the 
subsequent year 2002-03. Both the value of assured and the annual 
premium payable however make a recovery in 2003-04 but the increase 
is quite marginal. The volume of sum assured and the Annual premium 
payable enhanced to Rs. 4,98,707.12 cr. and Rs. 1,25,40.82 cr. 
respectively in 2003-04 as against Rs. 1,79,512.22 cr. and Rs. 12,505.39 cr. 
in the previous year. But this marginal recovery was short lived and 
cannot be sustained by LIC in the subsequent year 2004-05 when the 
volume of sum assured as well as the amount of Annual Premium 
Payable dropped of an all time low to Rs. 1,79,481.39 cr. and Rs. 
11,224.19 crores respectively. 
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Table-4.11 
New Business Individual Assurance 
(Out of India) 
Year 
(as on 31 March) 
1990-1991 
1991-1992 
1992-1993 
1993-1994 
1994-1995 
1995-1996 
1996-1997 
1997-1998 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
2004-2005 
No. of Policies 
(in lakhs) 
0.086 
0.096 
0.102 
0.124 
0.133 
0.133 
0.123 
0.139 
0.133 
0.126 
0.079 
0.087 
0.103 
0.115 
0.138 
Sum Assured 
(Rs. in cr.) 
100.03 
131.86 
158.98 
199.07 
240.32 
255.99 
253.44 
310.14 
289.48 
276.69 
179.01 
212.69 
298.95 
341.40 
405.27 
Annual Premium 
Receivable 
(Rs. in cr.) 
4.12 
8.19 
9.98 
12.13 
14.93 
15.63 
15.39 
18.07 
17.11 
17.74 
11.46 
12.57 
18.85 
23.27 
26.50 
Source: LIC's Annual Reports. 
The contribution to funds inflow of new business procured by 
Lie through marketing of life assurance policies to individuals outside 
India has not been very substantial and significant. Moreover, it 
maintains a fluctuating trend after remaining stable for a few years of 
the period under study. The data relating to New Business Individual 
assurance outside is set out in Table 4.11. 
From the statistics presented in the Table-4.11, the growth of 
foreign New Business of Individual Assurance from 1990-91 to 1997-98 
is quite highlighted. From around 8,000 policies for a sum assured of Rs. 
100.03 crores fetching an Annual Receivable Premium of Rs. 4.12 crores, 
the volume of new business outside India rose to about 14000 policies 
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for a sum assured of Rs. 289.98 crores adding an amount of Rs. 17.11 
crores to the LICs funds inflows as premium payable in the year 1998-
99. Fluctuation in the net amount of contribution from the new life 
assurance business outside India started occurring from the year 2000 
onwards. The competitive investment created by the private 
participation in the insurance sector has once again been the single 
important factor responsible for decline in the life assurance business of 
Lie. The net inflows from foreign life assurance business of annual 
receivable premium fell to 11.40 crores in 2000-01 as against 17.74 crores 
in the previous year and correspondingly the number of policy buyers 
dropped from 0.126 lakhs in 1999-2000 to 0.079 lakhs in the following 
year. The LIC, however, competed effectively in the open insurance 
sector and started recovering the lost share during the period 2002 to 
2005 of this study. The number of policies marketed, the amount of sum 
assured and the net iriflows to LIC revenues started looking up during 
the period 2002 to 2005. The trend is encouraging as the size of armual 
premium receivables increased from 11.46 crores in 1999-2000 to Rs. 
26.50 crores by the end of the financial year 2004-05 of the LIC. 
The consolidated growth trend of new business of individual 
assurance procured by LIC within and outside India during the period 
1990-91 to 2004-05 of the study reveals a steady and rising trend till 
2001-2002. During this time space the LIC enjoyed the protected market 
and was the only insurer in Indian life insurance sector. In the year 
subsequent to 2001-02 the growth trend reverses towards a decline till 
2004-05. These trends of growth in funds inflows from new business of 
individual assurance are computed in Table 4.12 below 1990-91 through 
2004-05. 
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Table - 4.12 
Growth Trend of Consolidated New Business Individual Assurance 
(In India + Out of India) 
Year 
1990-1991 
1991-1992 
1992-1993 
1993-1994 
1994-1995 
1995-1996 
1996-1997 
1997-1998 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
2004-2005 
No. of Policies 
(in lakhs) 
86.53 
92.47 
99.68 
107.38 
108.87 
110.34 
122.80 
133.25 
148.57 
169.89 
196.64 
224.99 
242.77 
264.67 
218.32 
Sum Assured 
(Rs. in cr.) 
28,239.10 
32,196.30 
36,115.80 
42,012.90 
55,468.82 
52,071.53 
56,993.94 
63,927.83 
75,606.26 
91,490.94 
1,24,950.63 
1,92,781.79 
1,79,803.29 
1,99,048.52 
1,79,886.66 
Annual Premium 
Receivable 
(Rs. in cr.) 
1,530.77 
1,798.28 
2,047.85 
2,519.86 
2,548.83 
2,829.26 
3,360.78 
3,859.19 
4,880.52 
6,026.02 
8,863.35 
16,021.70 
12,523.04 
12,564.09 
11,250.69 
Source: Annual Reports of LICs. 
The net funds inflows in the form of Annual Receivable premiuni 
in 1990-91 was Rs. 1,530.77 crores from 86.53 lakh policy holders whose 
life policies valued for a total sum assured of Rs. 28,239.10 crores. The 
data shows a steady increase in the strength of policyholders, the total 
sum assured and the volume annual premium received over the years 
1990-91 till 2001-02. The annual premium receivable soared to Rs. 
16,021.70 crores in 2001-02 as against 1,530.77 crores in the year 1990-91 
registering a ten-fold increase. The total sum assured swelled from Rs. 
28,239.10 crores to Rs. 1,92,781.79 crores during the corresponding time 
period. 
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The number of policies sold went up enormously from 86.53 lakh in 
1990-91 to 224.99 lakh in 2001-02. The growth trend, however, makes a 
downhill journey during the year 2003, 2004, and 2005 when LIC faced 
competition with the private players in the market. From Rs. 16,021.70 
crores in 2000-01, the annual receivable premium amount dropped to 
Rs. 11,250.69 crores in 2004-05. Nevertheless, the number of 
policyholders kept increasing during the corresponding period which is 
indicative of the fact that the value of sum assured by policyholders was 
smaller as compared to the previous years when the number of 
policyholders though lesser but the value of sum assured of the policies 
was higher. 
Business in Force Individual Assurance 
Apart from the New Business procured by the LIC, the largest 
inflows of funds reach the coffers of the LIC through the periodic 
premiums received from the continued policies or 'Business in force'. 
The existing policyholders pay their premiums on the sum assured 
periodically as per the term of the policy. The net inflows through 
business in force of individual assurance are computed in the Table 4.13 
below for the period of study from 1990-91 to 2004-05. 
Moreover, the premium income from business in force in India of 
individual life insurance predominantly forms 99.6 percent of the total 
premium revenue as against 0.4 percent on an average from foreign 
business on the same count. The regular yearly premium income rose 
from Rs. 4,799.31 crores in 1991 to Rs. 68,838.15 crores by the end of 
2005, yielding a seventeen fold increase in the volume of premium 
income over the course of one and a half decade of this study. The 
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number of policyholders increased almost four-fold from 455.68 in 1991 
to 1630.50 in 2005 and the aggregate amount of sum assured swelled 
enormously from more than 80 percent from Rs. 1,19,179 crores to Rs. 
10,32,053 crores during the corresponding period. 
New Business under Group Insurance 
Revenue received from the Group Insurance Schemes marketed 
by the LIC forms another important source of fund inflows to the 
Corporation. Group life policy is a product of attraction to people 
forming a team/group seeking life cover for each of the member of the 
group against the payment of consolidated sum of money as periodic 
premium for the payment of a pre-determined amount of money to any 
person of the group who meets the event insured against. The events 
are either death of any member of this group or superaimuation from 
the employment. On both these occasions a pre-fixed sum of money is 
paid to the member of the group. 
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Inflow of Lie 's Funds 
Fig. 4.6 Consolidated Funds Inflows from Business in-force Individual Assurance (In India) 
I No. of policies (Lakh) • Sum assured (Cr.) • Premium kicome (Cr.) 
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Fig. 4.6 (A) (Out Of India) 
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Fig. 4.6 (B) (Total) 
I No. of policies (Lakh) • Sum assured (Cr.) • Premium Income (Cr.) 
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The group insurance plans suit most the employers who engage 
large number of workers and are under obligation either statutorily or 
morally to seek life protection to their human resource as also to pay 
superannuation compensation to their employees. For a comparatively 
smaller amount of payment as periodic premium, they get assurance for 
payment of a handsome amount to each of their large number of 
workers in the event of life loss or superarmuation during the period of 
Lie's group insurance cover. The group assurance plans, thus, provide 
the required safeguards both to the employer as well as to each of the 
employee of the organization. 
The statistics related to funds inflows from the Group Insurance 
Plans has been presented in Table 4.14 below: 
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Table - 4.14 
L i e s Funds Inflows from Group Insurance and Group 
Superannuation Schemes 
Year Group Insurance Schemes 
No. of 
schemes 
No. of 
members 
(in lakh) 
Sum 
Assured 
(in cr.) 
Group Superannuation 
Schemes 
No. of 
schemes 
No. of 
members 
(in lakh) 
Sum 
Assured 
(in cr.) 
Total 
Group 
Premium 
Income 
(Rs. in 
crore) 
1990-1991 
1991-1992 
1992-1993 
1993-1994 
1994-1995 
1995-1996 
1996-1997 
1997-1998 
1998-1999 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
2004-2005 
46,624 
54,704 
59,128 
64,426 
71,726 
72,592 
78,372 
78,600 
80,785 
83,254 
84,203 
93,836 
95,325 
100,051 
106,912 
169.57 
189.53 
212.54 
227.31 
241.88 
246.49 
238.97 
245.22 
234.85 
234.93 
236.68 
247.19 
240.99 
252.46 
306.50 
30,501.57 
32,973.46 
43,086.83 
46,742.95 
51,034.71 
64,651.54 
64,606.60 
74,798.75 
77,918.65 
76,384.53 
89,326.19 
100,597.64 
124,312.26 
143,398.20 
136,286.92 
2,600 
2,806 
3,040 
3,314 
3,642 
3,977 
4,349 
4,719 
4,963 
5,246 
5,753 
6,109 
6,461 
7,232 
7,321 
2.43 
2.54 
2.69 
3.14 
3.54 
4.19 
5.54 
6.71 
7.54 
8.09 
8.84 
9.80 
10.86 
12.34 
12.73 
253.12 
301.77 
358.93 
403.51 
427.66 
483.05 
545.59 
682.54 
815.96 
971.15 
1,137.72 
1,271.94 
1,488.98 
1,705.50 
1,916.64 
544.28 
681.12 
726.32 
873.38 
1,034.07 
1,979.08 
1,631.45 
2,064.16 
2,435.49 
2,693.51 
3,115.00 
4,225.99 
5,111.55 
7,567.37 
7,743.32 
Source: LlC's Annual Reports- 1990 to 2005 
Group insurance scheme and group superannuation schemes of 
the Lie have been the second important source of funds inflows to the 
Corporation: Their contribution has been steady throughout the period 
of the study from 1990 to 2000. The total yearly group premium income 
shows stable growth over the years and multiplied more than fourteen-
fold during the period of this work. From Rs. 544.28 crores in 1990-91, 
the yearly receipts by way of group insurance premia rose to Rs. 
7,743.32 crores at the end of 2004-05. 
The contribution of Group Insurance Schemes is, however, higher 
in comparison to Group Superannuation Schemes as is indicated by the 
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higher and swelling values of the sum assured under the two schemes. 
Moreover, the urifluctuating steady and rising yearly increments of 
substantial amount in the premium income reflect that there has been 
hardly any impact of the private life insurers who entered into this 
sector after 2000. The LIC remair\s the single largest life insurer in the 
Indian insurance sector. 
Annuity, Pensions and Unit Linked Plans 
Conventional Life Insurance policies apart the LIC has introduced 
new products in the form of General Annuity Schemes, Pension 
Schemes and Unit Linked Insurance Plans. The Corporation has been 
prompted to introduce Pension and Annuity Plans in its product 
portfolio because of the impact of government's economic reforms 
policies. As a measure of reforms, the government decided to jettison as 
much of the financial burden as could be possible by transferring some 
of its economic and social responsibilities to the private sector. Most 
significant in this respect has been the decision of the Government to do 
away with the post-retirement pensionary benefits to the employees. To 
provide an alternative, the insurance companies came up with schemes 
of post-retirement pension to employees, general annuities to old-age 
persons as well as unit linked plans to invertors in its assets 
management business. 
The statistics relating to funds inflows from annuities, pensions 
and unit linked plans is presented in the following Table 4.15. The data 
concern to the period the schemes have been in force and the statistics is 
available in case of each of the scheme. 
(A 
C 
3 
Pi 
(O 
u 
o 
V ) 
I 
H 
(A 
B 
B 
T3 
S 
B 
*5 
B 
en 
S 
B 
O 
i: 
O 
c 
B 
H^ 
•O 
B 
S 
U 
c2 
c 
CO 
3 
Si 
o 
H 
CO 
•a 
c 
o 
3 
O 
r> 
L. 
n CM 
_c 
en 
c CO 
3 
OQ 
.2 
c 
p 
r) 
trt 
4> 
.s 
3 
m 
L . 
>-
ca 
3 
C 
C 
< 
B 
3 
C4-, 
o 
O 
E 
3 
ii 
13 
3 
C 
C 
< 
•o 
4> 
u^  3 
CO 
< 
E 
3 
0 0 
o 
d 
E 
3 
'E 
n, 
"oi 
3 
n c 
< 
T 3 
3 
t/) 
C/1 
< 
E 
3 
0 0 
CM 
o 
d 
u 
E S 
3 a 
T 3 
3 
CO 
< 
CO 
.a 
X I 
C3 
> 
'53 
CO 
"o 
D . 
X3 
> 
o 
to 
'o 
"o 
a. 
C/5 
M 
^ 
U 
CO 
H 
P-H 
ti 
z. 
o • 
>n 
p 
0 0 
CO 
O N 
• ^ 
•* 
'^ 
0 0 
o 
0 0 
v\ 
O 
1 
O 
o 
<N 
C3\ 
0 0 
•~^  
d 
OS 
T t 
•^ 
SO 
SO 
O 
0 0 
OS 
ro 
1 
o 
o (^1 
OS 
0 0 
«N 
O 
SO 
O 
•* 
'^ 
O 
O 
0 0 
0 0 
OS 
t 
1 
O 
i n 
0 0 
^^ 
rs) 
o 
so 
o 
• ^ 
o 
o 
oo 
OS 
OS 
TT 
o 
t 
o 
o 1^ 1 
OS 
0 0 
o 
oo 
0 0 
^^  
-~ 
o 
o 
m 
OS 
1 
1 
O 
o 
oo 
o 
oo 
Os 
0 0 
* — 1 
OO 
so 
>r> 
O (^ 
Os 
"O 
o 
1 
o 
o I^ J 
< 
O 
CO 
«6 
UH 
, M N 
0 0 
0 0 
so 
o 
_ 
0 0 
OS 
OS 
0 0 
0 0 
•>3-
O 
0 0 
o 
1 
so (N 
„.^ 
• ^ 
r-
0 0 
0 0 
so 
o 
•~^  
<o 
od 
OS 
oo 0 0 
o 
so 
O 
rn 
O 
1 
rsl 
o 
o r j 
0 0 
en 
rsl 
Os 
f — 1 
so 0 0 
o 
OS 
CO 
1 
>n 
m 
,_ 
(3s 
0 0 
• ^ 
• ^ 
*^ 
r^  
so 0 0 
' O 
Os 
C3S 
i n 
^ 
o 
1 
o 
o r-j 
<n 
p 
so 
r-
OS 
m 1 — I 
m 
o 
m 
0 0 
m 
Os 
1 
o ( N 
_^  
OO 
CTs 
>n 
p 
so 
^^  
r^  p 
>n 
m 
»—< 
m 
fN 
<^ 
s o 
OS 
i n 
o 
1 
o 
o 
r) 
f^ s 
X 
u 
Q 
r-j-1 
Z 
< 
5 
•5 
o 
*-^  f S 
so 
SO 
O 
1 
1 
1 
• ^ 
CN 
O 
^-<N 
SO 
SO 
O 
( - - , 
SO 
m 
OS 
OS 
SO 
<Js 
o 
o 
^^ 
m 
Os 
SO 
<N 
1 
1 
1 
SO 
m 
as 
Os 
OS 
o 
o 
OS 
SO 
-r 
0 0 
oo 
0 0 
i n 
so V « « 
'^ 
0 4 
i n 
o 
oo 
0 0 
1 
1 
1 
0 0 
0<5 
0 0 
m 
rn 
so 
»—« 
• ^ 
est 
i n 
o 
oc 
oc-
'r. 
u 
S 
w tn 
u 
^ 
Z. 
CO 
a 
rv 
r; 
Os 
SO 
OS 
i n 
so 
m 
0 0 
O 
o 
' 
1 
1 
c-n 
so 
Os 
i n 
so 
rsl 
m 
0 0 
O 
o 
«£ — , — — :_ : — 
o o o ^ ^ ^ ' O • O O "^  ' • O 
M— I p l r ^ J r - J ^^ i~ '• 
SO 
CO t; 
O 
n. 
(U 
3 
c 
c 
< 
O 
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The General Annuity schemes has been almost entirely confined 
to India. Its progress outside India is quite negligible as only two 
policies could be bought outside India in each of the three years of the 
data available. Domestic progress of general armuity schemes also 
shows no progress as the amount of sum assured and the annual 
premium receivable maintain a declining trend. The amount of armual 
premium receivable drastically fell from 1,877.91 crores in 2003-04 to 
just Rs. 89.01 crores in the following year 2004-05. 
The Pension Plans, however, show a steady progress in terms of 
number of policies, the amount of sum assured and the annual 
premium receivable in all the three years of the data available. The 
foreign business in this case is also on the rise though the progress 
appears to be marginal. The total amount of annual premium receivable 
rose from Rs. 1056 crores in 2002-03 to Rs. 1,617.05 crores in 2004-05, 
registering an increase of 53 percent 
The business under the two unit linked insurance plans is entirely 
confined to India. During the period, the Bima Plus has been in 
operation the data available shows that the plan has made tremendous 
progress. The number of policies increased from 3066 in 2002-03 to 
8,80,452 in 2004-05. During the same period the sum assured rose from 
Rs. 21.70 crores to Rs. 4163.75 crores and the annual premium receivable 
went up from Rs. 2.41 crores to Rs. 187.88 crores. 
The Future Plus is in the initial stage and its operational results in 
the year 2004-05 are significant. With 10,04,285 policyholders it secured 
business for a sum assured of Rs. 263.59 crores and contributed annual 
receivable premium of Rs. 69.3 crores to the funds of the LIC. 
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The foregoing presentation has made an analysis of the different 
sources of financial inflows that pool up to build the inversible funds of 
the Corporation. The study now sums up to present a consolidated 
picture by aggregating the LICs funds inflows from all streams of its 
life assurance and insurance related business. Attempt is also made to 
highlight the contribution of each source of financial inflows to the 
aggregate LICs funds. Table 4.16 hereunder presents the LICs 
aggregate funds inflows for the period 1990-91 to 2004-05 oi this study. 
The LICs pool of investible funds, as would appear from the 
Table 4.16 has consistently been swelling very steadily and regularly 
each year throughout the period 1990-91 to 2003-04. There has been 
more than 13-fold increase in the volume of financial inflows to the LIC 
From Rs. 8,517.98 crores in 1990-91 the total revenue of LIC grew to Rs. 
1,12,346.24 crores in the year 2004-05. Individual Assurance business 
has been the largest source of contribution to LICs pool of investible 
funds. Individual policy premiums for the initial years as well as the 
Renewal premiums year after year have grown tremendously and 
maintained an unfluctuating growth trend over the course 1990-91 to 
2004-05. There is more than nine times increase in the initial year 
premium amount which rose from 1,195.85 crores in 1990-91 to Rs. 
10,779.21 crores by the end of 2004-05. Renewal premiums swelled from 
Rs. 3603.71 crores to Rs. 49,865.66 crores during the corresponding time 
space yielding a net growth of around fourteen-fold. Single premium 
annuity schemes under individual assurance business are a small and an 
insignificant contributory source of funds in the initial years. 
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Inflow of Lie's Funds 
Their growth over the course of the period under study has been 
very fluctuating and unsteady. From fetching just Rs. 2.63 crores in 
1990-91, the size of amount of individual single premium annuities 
steadily rose to Rs. 19.32 crores in 1997-98 but make rapid strides in the 
foUow i^ng years so much so that their amount grew to a peak sums of 
Rs. 5,430.22 crores in 2001-02 and then suddenly drops to Rs. 862.27 
crores and further to Rs. 684.05 crores respectively in the following two 
consecutive years of 2003-04 and 2004-05. The total funds mobilized by 
the Lie through non-linked business under 'Individual assurance' 
policies grew around thirteen-fold from Rs. 4,802.19 crores in 1990-91 to 
Rs. 61,328.72 crores in 2004-05 of this study period. 
Individual Pension Plans appear, as the statistics in Table 4.16 
reveals, to have not been a weighty source of financial inflows to the 
Lie. Their initial year contribution to the LlC aggregate pool of funds 
has been paltry and the progress over the years under study has been 
regressive, from Rs. 59.65 crores in 1990-91 come down to Rs. 3.13 crores 
in 1999-2000. Individual Pension Schemes, however, start showing up 
from 2001-05 when the amount of financial flows from them rose to 
125.11 crores and further to 252.70 crores in 2003-04 reaching an all time 
high at Rs. 312.87 crores in 2004-05. 
The renewal premium under Individual Pension Schemes also 
tread a regressive path of progress from 1990-91 till 2000-01. The trend, 
however, reversed thereafter and 'Renewal Premium' under Individual 
pension schemes rose from Rs. 27.50 crores in 2000-01 to Rs. 41.79 crores 
in 2001-02 and further to Rs. 1,014.36 crores in the subsequent year 
2002-03. These were at the peak at Rs. 1,243.39 crores by the end of the 
year 2004-05 of this study. 
166 
Inflow of LICs Funds 
The position of financial inflows from 'Consideration of 
Annuities Granted' is no different and they follow suit in terms of 
regressive growth from 1990-91 to 1998-99 and thereafter making an 
abruptly rapid progress from 1999-2000 to 2004-05. The factor 
responsible for giving the much needed fillip to the progress of 
individual of pension plans has been the policy of the goverrunent to do 
away with the pensionary benefits to its new recruits after 2001 as a 
measure of the policy of economic reforms. 
Funds iriflows from Group Insurance Business have been 
substantial as well as maintain a steady growing trend. The 
consolidated income flows from Group Insurance Premium and Group 
Superannuation premium rose regularly each year of the period of the 
study 1990-91 through 2004-05. There occurred more than fourteen 
times increase in the funds iriflows from these two sources over the 
coverage period of the work. From Rs. 544.28 crores contributed by the 
Group Insurance Plans in 1990-91, financial inflows from them to LIC's 
pool of funds swelled to Rs. 7,743.32 crores by the end of the year 2004-
05. 
The 'linked business' insurance schemes got off late from 1996-97 
and their consolidated financial contribution to LIC's funds inflows has 
been on a rising trend. Though non-unit premium amount has shrunk 
in 2003-04 and 2004-05 as compared to previous years, the Unit Capital 
Premium amount has grown substantially from 365.88 crores in 2003-04 
to Rs. 4,225.39 croes in the following year 2004-05. 
Financial inflows from 'Investments' have been substantial and 
constitute the second largest source of financial contribution to LIC's 
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pool of funds. Income from 'Investments' has been steady and regular 
as well as exhibit a growing trend each year of the period 1990-91 to 
2004-05 of this shidy. From Rs. 2,820.59 crores in 1990-91, the financial 
inflows to Lie from the investments consistently rose to reach Rs. 
33,717.85 crores by the year 2004-05, registering a twelve fold increase 
over the course of the period. Miscellaneous Incomes have contributed 
regularly and have grown steadily over the years 1990-91 through 2004-
05 with the exception of 1992-93. From Rs. 96.59 crores in 1990-91, the 
amount of Miscellaneous Incomes grew to Rs. 3,545.02 crores in the year 
2004-05, registering a thirty-six fold increasing from 1991 to 2005. 
Consolidated financial inflows from all the sources of income of 
Lie brought about around fourteen-fold increase in the volume of 
funds within the period 1990-91 through 2004-05 of this shidy. 
Percentage Share of LIC Source of Fund 
Financial inflows to the LICs pool of investible funds comprise 
different streams of funds. An analysis of the percentage share of each 
of the sources of financial inflows of LIC to the consolidated pool of 
investible funds is made with the help of data presented in Table 4.17 
below. 
Important reflections which emanate from the statistical 
presentation in Table 4.17 show that Individual Assurance Schemes are 
the single largest contributors to the LICs pool of investible funds. The 
financial inflows from this substantial source accounts for more than 
55% of the amount of LICs funds consolidated from various sources. 
'Individual Pension Schemes' make a paltry contribution and form a 
contributory source of financial inflows ranging from less than one 
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percent in majority of the years of the period of the study to three 
percent in a couple of years during the period 1990-91 to 2004-05. the 
Group Insurance and superarmuation schemes have a modest share of 
contribution to LIC's aggregate funds that hovers around 6 percent 
throughout the years of this study from 1990-91 to 2004-05 except in the 
single year of 2003-04 when the Group Schemes contributed 8.12 
percent to the consolidated pool of LIC's inveshble funds. The share of 
'Linked business' in the total financial inflows of LIC forms around one 
percent throughout the years it has been in operation. 'Income From 
Investments' contribute the second important and largest investment 
income and account for over one third of the total financial inflows of 
the LIC. Their share of contribution to the aggregate funds ranges from 
33 to 36 percent from 1990-91 to 2000-01. However, a declining trend is 
noticeable in the subsequent years when share of investment income 
came down to range between 29 to 30 percent during the years 2002-03 
to 2004-05. 'Miscellaneous Income' contribute a nominal amount and 
their share in the LIC, aggregate financial inflows ranges from mostly 
less than one percent to more than two percent with wide fluctuations 
within this range during the period 1990-91 to 2004-05 of this study. 
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Average Percentage Share of Sources of LIC's Funds 
The measurement of the share of each source of LIC's funds in 
each of the fifteen years period of this study has been worked out and 
analysed in Table 4.17. It will be pertinent to have a consolidated view 
of the contribution of income by each source of funds over the time 
space of this study. This has been done by working out a 15 year 
average of contribution of various sources of funds that make up the 
LIC's pool of investible funds as computed in Table 4.18 and 
represented by diagram 4.5. 
On an annual average the non-linked 'Individual assurance' 
business has contributed 56.41 percent of income to the total LIC's pool 
of funds during the time space of 15 years of this work. Investments 
income is the second largest shareholder contributing at an annual 
average of 33.61 percent of revenue to LIC's consolidated financial 
inflows in the fifteen years period 1991 through 2005. Group schemes 
stand third level contributor to LIC's aggregate pool of funds at an 
annual average rate of 6.40 percent during the corresponding period. 
The contributory role of pension schemes is quite nominal and least of 
all sources of funds at an annual average of 1.05 percent over the period 
under study. Linked Business and 'Miscellaneous Income' each have an 
annual average share of 1.11 and 1.42 percent respectively. 
The following diagram presents the contributory share of each 
source of financial inflows to LIC's aggregate funds at a glance. 
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Table - 4.18 
Average Percentage Share of Sources of LIC's Funds 
Sources of LIC's Funds 
Non-Linked Business 
Individual Assurance 
Individual Pension Schemes 
Group Schemes 
Linked Business 
Investments 
Miscellaneous Income 
Total 
Average %age share (1991 to 2005) 
56.41 
01.05 
6.40 
1.11 
33.61 
1.42 
100.00 
Source : LIC Annual Reports 
Fig. 4.7 Average Percentage Share of Sources of LIC's Funds 
1.42 
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Conclusion 
In conclusion, the foregoing discussion and analysis highlights 
that the LIC's funds inflows have gone up fourteen-fold during the 
course of the one and a half decade of this study from 1990-91 to 2004-
05. More than half of the LIC's pool of investible funds is pre-
dominantly built up of the premium income periodically received 
against individual assurance policies. 'Investments incomes contribute 
another one third share to the aggregate LIC's funds ir\flows. Group 
insurance and superannuation schemes are the third modest 
contributor. Pension schemes which had slow progress have of late, 
started picking up business from 2001 onwards under the impact of 
economic reforms policy which does away with the pensionary benefits 
to the new employees who have now to fend for themselves on this 
count. 
Another important fact that comes to light is the noticeable 
impact of the government policy to open this insurance sector to private 
participants. The new business procured by the LIC under its various 
schemes has shown the sign of dwindling under competition from 
private players marketing their insurance products along with the LIC. 
To the extent these private insurers are successful in procuring 
insurance business, the LIC's share diminishes to that extent. 
The next section of the study, accordingly, makes a review of the 
activities and progress of the private insurers in Indian insurance sector 
and traces the division of market share between the LIC as a public 
sector insurance organization and the private sector insurance 
organizations. 
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SECTION - III 
PRIVATE SECTOR LIFE INSURERS 
The foregoing section analysed and discussed the financial 
inflows to the LIC pool of investible funds from different sources 
during the period 1990-91 to 2004-05 of the study. The consolidated 
volume of investible funds has grown steadily during the 
corresponding time space of the work. The highlight of the analysis has, 
however, been that the contribution of the financial inflows through the 
insurance premiums, both individuals as well as group, is 
predominantly huge and largest of all the sources of funds inflows of 
the LIC. Also, the trend of the financial inflows of premium income for 
individual and group insurance has consistently maintained a steadily 
and regular growth during the period under study. Income from 
investment occupies the second important place in the portfolio of 
financial inflows to the LIC. Investment returns coristitute around one 
third of the total inflows to the LIC's pool of funds. Interestingly, the 
percentage share of income from investment has although consistently 
been around l/3fd of total income of LIC, the volume of funds in 
absolute money terms has shown a constant steady growth over the 
course of one-and a half decade of this study. Amongst the other 
contributory sources of financial inflows to the LIC, 'pension funds' are 
picking up. After an initial fluctuating trend, premium from pension 
plans have, of late, been growing in importance and increasing in 
volume as a source of financial inflows to the LIC^. 
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A Striking fact has, however, emerged from the analysis of funds 
flows to the Lie. The financial inflows to LIC from premium income 
though remain the largest single contributory source throughout the 
period of fifteen years of the study, yet they indicate a fluctuating trend 
of growth since 2001, onwards. This bring to fore the impact of opening 
up of the insurance sector to private participation. As a result, the 
private life insurance companies entered in the insurance market and 
changed the complexion of the insurance sector. The Indian insurance 
market turned from the closed and protective market to an open and 
competitive market. The LIC which had, hitherto, been a monopolistic 
organization controlling the life insurance business in the whole 
country suddenly came into competition with private giants in the open 
life insurance market. Most of these private life insurers worked out a 
tie-up with multinationals and started posing a serious conipetition to 
the LIC in life segment of insurance industry. With their attractive life 
products for individuals and groups, beneficial pension and annuity 
plans for employers and the employees, and better efficient services as 
well as customer care, the private companies made a deep dent in the 
life insurance business of the LIC. In fact, the LIC started losing 
business in the face of tough competition from the private life insurance 
companies operating in Indian insurance sector. The extent to which the 
private insurers are able to add to their life insurance business, the LIC 
gets deprived of the life insurance business to that extent. As a result 
the market share of the LIC in life insurance business has been 
dwindling. Fluctuations have, thus, been noticeable in the contribution 
of premium income to the gross financial inflows to LIC's pool of funds 
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from 2001 onwards when the insurance sector was opened to private 
entrants. 
The present Section-Ill is, therefore, devoted to the study of the 
changes that have occurred in the character of insurance sector as a 
result of entry of private life insurers since the opening of the sector to 
private participation in April 2000. An assessment is also made of the 
operation of private players and the challenges faced by LIC from the 
private life insurance companies by making an analysis of the growth in 
the volume of business the private life insurers have been able to fetch 
in the Indian insurance market alongside the marketing and sales 
operations of the LIC. The ultimate outcome of analysis will also 
deternune the market share of LIC as the public sector organization as 
against the private life insurance companies in the life insurance market 
of India. 
Changing Character of Insurance Sector 
The most significant and potentially influential development in 
the character of insurance industry in India has been that the industry 
which, since nationalization in 1956 till the end of the year 2000, was a 
government monopoly, is now experiencing the emergence of a 
competitive market. The industry has now entered its most momentous 
phase and its market dynamics are changing fast. Most conspicuous is 
the tremendous development of the sector in terms of the market, the 
number of players and the products and services offered by them, 
accompanied by market innovation and professionalism. The 
population and the geographical area covered are expanding 
phenomenally. The common man is getting better services and benefits 
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from the insurers in the open market, no matter he is in the private or 
the public sector of insurance industry. 
Financial Services Integrated 
A very significant aspect of change in the character of insurance 
industry is the integration of insurance service with other financial 
services. In the past, there was a clear demarcation of the role and the 
functions of various financial institutions. Increasing competition is 
breaking down the conventional barriers between institution like 
insurance, banking, development banking and stock market 
transactions^. The financial and insurance markets have undergone 
considerable overlap in each other and turned into financial services 
conglomerates, providing, in addition to insurance, various other 
financial services. A wide range of financial services are being offered 
though one agency, or by different entities but through one window or 
under one roof as an integrated package - a sort of "one-stop services". 
Sellers of various non-insurance services have today weaved in an 
element of insurance cover in their transactions. Finance companies are 
no longer there to be categorized just life or non-life insurance 
companies. Indian financial sector now has a number of companies 
which provide such a wide spectrum of financial products and services 
as providing loans, consumer advances, banking, demat, loans against 
shares, mutual fund, life insurance, etc. By many companies insurance 
has been tied to mutual fund and retirement plan schemes. 
Bancassurance has been evolved out of the integration of the two 
activities of banking and insurance. The opening up of the insurance 
sector has provided this new business opportunity for banks as well as 
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for insurance companies. The concept the selling of insurance by banks. 
The banks have merged the two activities of banking and insurance and 
they have started competing for a share in personal savings along with 
the life insurers in the open market. 
On the other hand, the insurance companies have been weaving a 
banking element in their activities and operations. They had evolved 
Assurbanking which refers to the sale of bank products manufactured 
by the insurer's own bank through the insurers channel. By and large 
banks have been more active in insurance business, marketing 
Bancassurance than the insurance companies marketing Assurbanking. 
Paradigm Shift in Insurance Industry: 
The convergence of financial products and services has brought 
about a paradigm shift in the character of present day insurance 
industry. Table 4.19 below provides the range of services offered by the 
Table 4.19 
Banking Products Range Supplied by Insurers 
S.No. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
Banking Products 
Current Accounts, Cheque Books etc. 
Mortgages 
Credit/Debit cards 
Loans 
Investment 
Annuity 
Unit Trust 
Foreign Exchange dealing 
Suppliers 
Larger insurers through 
separate subsidiaries. 
Most insurers 
Few insurers 
Most insurers 
Most insurers 
Almost all irvsurers 
Larger insurers 
Larger insurers 
Source : IRDA Annual Report 
insurance companies which indicate the nature of convergence between 
activities. This highlights the commonality of financial services and also 
the convergence between institutions dealing with real risk, i.e. 
178 
Inflow of Lie's Funds 
insurance type activities and agencies dealing with speculative risk, viz. 
banking and securities industry 
The above table exhibits the banking and insurance product mix 
which is being traded in Indian financial market. The contribution of 
banking and insurance activities provide synergy to the business 
enterprise. For the insurance companies there are opportunities for scale 
and scope economies and extra strong charmel for insurance 
distribution, i.e. huge branch networks of banks. Further, it facilitates 
improving of image by integrating with bank. It helps in the innovation 
of products and services, i.e. integrated financial products which 
provide protection and at the same time provide investment returns. In 
addition to this it helps the insurance companies to participate in 
banking, investment and fund activities. Risk reduction is possible 
through diversification. 
For banks, the advantage is in terms of using the network channel 
for insurance products. They also have the benefit of scale and scope 
economies and the ability to meet customer demand and needs. For the 
consumer as a whole, the major benefit is the opportunity for 'one-stop 
financial shopping'. Customers also get lower prices and better services 
because of greater competition in the market. 
Foreign Collaboration 
The present post-liberalization scenario of the insurance sector in 
India marks another significant change in the character of the industry 
in that foreign insurers have entered the insurance business through 
collaboration with Indian insurers". Their direct entry was not possible 
because of the restriction that foreign insurers could hold equity 
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participation in insurance companies upto 26 percent of the total capital. 
This restriction is, however, under active corisideration of the 
Government for upward revision upto 49 percent. 
Besides, for global integration of insurance services under the 
impact of WTO regime, the insurance services required high technical 
skills and competence in the areas of risk assessment, risk control, loss 
assessment and actuarial sciences. This sophisticated technical know-
how could only be acquired through foreign collaboration in the short 
run. However, in the long-run it could be developed by investing in 
professional education and proper training of Indian personnel. Joint 
venture route and collaboration for technical tie-ups, therefore, became 
essential. Most of the private insurers entered into J.V. and 
collaboration with foreign insurers and the existing insurance industry 
in India has indirect presence and operation of the foreign insurers. This 
also marks the first steps toward global integration of Indian insurance 
industry. 
The New Private Players Life Insurance in Market 
Many private life insurance companies have ventured into the 
Indian insurance market after the opening of the sector to private 
participation in April 2000. Most of the new players that have entered 
the Indian insurance market are joint venture business with foreign 
collaboration. All of the foreign collaboration partners are world-
renowned names of multinationals dealing in insurance business world 
over. The private players operating in the life insurance segment of the 
insurance sector are briefly profited below^: 
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Inflow of Lie's Funds 
Volume of Life Business of Private Players 
The private life ir\surance companies entered the insurance sector 
in 2000-01. Very small amount of business was transacted by them in 
the initial year as they took their own time in registration and 
establishment. The new companies, in fact, have yet to come of age. 
They have so far operated in the market for the period of this study 
from 2001-02 to 2003-04. Even during this short period the statistics of 
their operation shows that they have recorded tremendous growth in 
life insurance business. 
Soon after their entry, the private companies launched a 
relentless onslaught on the life business of the L.I.C. In the face of tough 
competition from the private life insurers, the LlC is losing out business 
to the private insurance companies. The private players have also 
exploited the so far untapped territories with potential life insurance 
business. The growth of life business of new life insurance companies is 
quite evident from the data in Table 4.21. 
TABLE - 4.21 
New Policies Issues by Life Insurers 
Insurer 
Private Sector 
L.I.C. 
Total 
2001-02 
-
-
-
2002-03 
825090 
(3.25) 
24545580 
(96.75) 
25370674 
(100.00) 
2003-04 
1658847 
(5.79) 
26968069 
(94.21) 
28626916 
(100.00) 
2004-05 
2233075 
(34.62) 
23978123 
(91.48) 
26211198 
(100.00) 
Source: Compiled from Annua! Reports of IRDA, 2001-02 to 2005-06. 
The table makes a comparative study of the new policies 
marketed by private sector life insurers and the LlC in the public sector. 
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The figures highlight that the percentage share of private sector life 
companies has been making tremendous strides while that of the L.I.C. 
has been on decline. The new policies issued in 2002-03 totalled 
2533064. Of this, the private sector's share was 825094 policies which 
accounted for 3.25 percent of the total life policies issued in 2002-03 as 
against the LICs share of 25545580 policies or 96.75 percent. A year's 
gap later, the private sector share rose to 34.62 percent, as the number of 
policies issued by private irisurers rose to 2233075 in 2004-05, as against 
825094 in 2001-02, recording threefold increase in the number of 
policyholders. For the corresponding period, the LIC share in 2004-05 
which was 96.75 percent of the total new life policies issued in 2001-02 
dropped to 91.48 percent in the year 2004-05 since the actual number of 
policies sold by the L.I.C. declined from 24545580 in 2001-02 to 23978123 
in 2004-05. Despite the erosion in the share of LIC in the issue of new 
policies, the LIC still remains a giant insurer underwriting a huge 
number of new policies in comparison to private insurers. As against 
the issue of 8.25 lakh new policies by private sector in 2001-02, the LIC 
underwrote 245.45 lakh new policies in the same year, and as compared 
to 16.58 lakhs issued by new players in 2003-04, the LIC marketed 
269.68 lakhs while in 2004-05, the LIC sold 239.78 lakh policy against 
22.33 lakhs of private sector. The total number of new policies under 
written over the period 2001-02 to 2004-05, however, increased from 
253.72 lakhs in 2002-03 to 286.62 lakhs in 2003-04, but dropped to 262.11 
lakhs in the subsequent year 2004-05. 
Financial Inflows from Premium Income 
The size of the insurance market has now increased on the 
strength of the growth in economy and the concomitant increase in per 
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capita income. This has resulted in favourable growth both for LIC and 
the private insurers for insurance business. With the forward march of 
the economy coupled with the sales endeavour and aggressive 
advertising by the life insurers of their variety of products, the number 
of insurance seekers in India also increased. The widened insurance 
market has also increased the volume of funds flowing to the life 
irisurers in the form of insurance premiums. Table 4.22 below presents 
the inflows from premium income to the private life insurers and the 
LIC in the post liberalization period 2001-02 to 2004-05. 
Table- 4.22 
Premium Underwritten by Life Insurers 
(Private Sector and LIC) 
(Rs. in Lakhs) 
1. 
n. 
Ill 
Insurer 
First Year Includin 
L.I.C. 
Private Sector 
Total 
2001-02 2002-03 2003-04 2004-05 
Z Single Premium 
1968877.25 
(39.00) 
26850.90 
(01.00) 
1975728.18 
1597676.15 
(28.65) 
96568.97 
(1.73) 
1694245.12 
1698929.64 
(25.69) 
244070.58 
(3.68) 
19433000.28 
2065306.36 
(24.92) 
556457.28 
(6.71) 
2621763.64 
Renewal Premium 
L.I.C. 
Private Sector 
Total 
3023313.69 
(60.00) 
403.88 
(0.0008) 
30233170.57 
3865172.79 
(69.33) 
15337.18 
(0.09) 
3880509.97 
4617830.54 
(69.66) 
67962.05 
(1.02) 
4685792.59 
5447422.62 
(65.74) 
216293.48 
(2.61) 
5663716.10 
Total Premium 
L.I.C. 
Private Sector 
Total 
4982190.94 
(99.00) 
27254.81 
(01.00) 
5009445.75 
(100.00) 
5462848.94 
(98.00) 
111906.15 
(02.00) 
5574755.09 
(100.00) 
6316760.18 
(95.00) 
312032.63 
(05.00) 
6628792.81 
(100.00) 
7512728.98 
(91.00) 
772750.82 
(09.00) 
8285479.80 
(100.00) 
Source: Compiled from Annual Reports of IRDA, 2001-02 and 2005-06. 
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The insurance industry as a whole recorded an increase of 175 
percent in premium income over the course 2001-02 to 2004-05. The 
individual shares of LIC and private sector insurers, however, reveal 
that the former is having its premium income from first year including 
single premium declining as percentage to total premium income while 
the later has its share improving in a steady manner during the time 
space 2001-02 to 2004-05. LICs share in first year single premium, 
though in absolute money terms has been rising but as percentage to 
total premium has gone down from 39 percent in 2001-02 to 24.92 
percent in 2004-05. Contrarily, the private sector has registered an 
increase in its share of first year including single premium as 
percentage to total premium income from only one percent in 2001-02 to 
6.7 percent by the end of 2004-05. In absolute money terms, however, 
the amount of first year including single premium of private sector is 
much smaller compared to the LIC. 
In case of renewal premium income, the LICs share in relation to 
total premium income shows a fluctuating trend. From 60 percent in the 
year 2001-02, LICs share rose to 69.33 percent in 2002-03 and further to 
69.66 percent in 2003-04, but dropped to 65.74 percent in the subsequent 
year 2004-05. The private sector's share in renewal premium income 
though very small in relation to LIC in absolute money terms, yet it has 
maintained a rising trend during the corresponding period. The 
renewal premium income of private insurers which constituted 0.0008 
percent in 2001-02 of total premium income of the insurance industry 
rose to 0.09 percent in 2002-03, 1.02 percent in 2003-04 and further to 
2.61 percent in 2004-05. The private sector insurance companies, thus, 
are making fast progress and increasing their share in premium income 
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of the insurance industry as a whole. Yet, the L.I.C. enjoys a 
predominant position in the life insurance business whose share in total 
premium income of the insurance industry keeps ranging upward of 90 
percent. 
In terms of annual growth rate of premium underwritten by life 
insurers, the private sector clearly exhibits a favourable growth as 
reflected from data computed in Table 4.23. 
Table - 4.23 
Growth Rate of Premium Underwritten by Life Insurers 
(Private Sector) 
(in percentages) 
I. 
II. 
Ill 
Insurer 2001-02 2002-03 2003-04 2004-05 
First Year Including Single Premium 
L.I.C. 
Private Sector 
Total 
-
-
u 
-18.44 
259.65 
-14.68 
6.34 
152.74 
14.68 
22.00 
128.00 
35.00 
Renewal Premium 
L.I.C. 
Private Sector 
Total 
-
-
-
27.85 
3701.22 
38.34 
19.47 
343.12 
20.75 
17.95 
218.26 
20.85 
Total Premium 
L.I.C. 
Private Sector 
Total 
-
-
-
9.65 
310.59 
11.28 
15.63 
178.83 
18.91 
18.25 
147.65 
24.31 
Source: Compiled from Annual Reports of IRDA, 2001-02 and 2005-06. 
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Fig. 4.8 Growth Rate of Premium Underwritten by Life Insurers 
(Total Premium) 
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Both in case of first year including single premium and the 
renewal premium the growth rate of LIC has not been favourable. 'First 
year including single premium' of LIC registered a negative growth of -
18.44 percent in 2002-03, making recovery, however, in the following 
year 2003-04 at a positive growth rate of 6.34 percent and further 
improving to 22.00 percent in the year 2004-05. The private sector, 
however, posted a high rate of positive growth at 259.65 percent in 
2002-03, but could not maintain this level in subsequent years in income 
from first year including single premium when its rate of growth 
dipped to 152.74 percent and further to 128 percent in 2003-04 and 2004-
05 respectively. 
Renewal premium income of LIC though has been increasing in 
absolute terms but exhibits a diminishing growth rate as it declined 
from 27.85 percent in 2002-03 to 19.47 percent in 2003-04 and further to 
17.95 percent in 2004-05. Private sector, however, made a phenomenal 
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growth of 3701.12 percent in 2002-03 and equally phenomenal drop to 
343.12 percent in 2003-04 and further to 218.26 in 2004-05. But the 
staggering rise in the growth rate of private sector should be viewed in 
the context of its very small base. A small increase in absolute money 
terms works out a huge growth rate percentage for the private sector. In 
case of the LIQ any substantial addition to its previous years huge 
amount of premium income works out in a small increase in the rate of 
growth. The LIC though trails in terms of annual growth rate in relation 
to private sector life insurers, the Corporation, however, is the 
enormously largest earner of the premium income in the country in 
absolute money terms. 
Market Share 
The respective market shares of the private and public sector life 
insurers is reflected by the data computed in Table 4.24 below. 
Table- 4.24 
Market Share of Life Insurers 
(in percentages) 
I. 
II. 
Ill 
Insurer 
First Year Includin 
L.I.C. 
Private Sector 
Total 
Renewal Premium 
L.I.C. 
Private Sector 
Total 
Total Premium 
L.I.C. 
Private Sector 
Total 
2001-02 
? Single Premi 
98.65 
1.35 
100.00 
99.99 
0.01 
100.00 
99.46 
0.54 
100.00 
2002-03 
am 
94.30 
5.70 
100.00 
99.60 
0.40 
100.00 
97.99 
2.01 
100.00 
2003-04 
87.44 
12.56 
100.00 
98.55 
1.45 
100.00 
95.29 
4.71 
100.00 
2004-05 
73.41 
26.59 
100.00 
96.18 
3.80 
100.00 
90.67 
10.33 
100.00 
Source: Compiled from Annual Reports of IRDA, 2001-02 and 2005-06. 
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The private sector life insurers have been enlarging their share in 
the insurance market as indicated by the total premium income shared 
by them with the LIC in the life insurance area industry. From a paltry 
0.54 percent share in 2001-02, the private sector's share rose to 2.01 
percent in 2002-03, 4.71 percent in 2003-04 and further to 10.33 percent 
in 2004-05. The LIC market share is correspondingly coming down from 
99 percent in 2001-02 to 90.67 percent in 2004-05. The first year and 
single premium are the main contributory source for enlarging the 
share of private sector. In the renewal premium segment, the share of 
private sector, however, is still nominal as compared to predominantly 
higher share of the LIC ranging between 96 to 99 percent. The diagram-
2 presents the respective market shares of LIC and the private sector in 
the total financial worth of insurance industry in India. The diagram 
exhibits at a glance the whittling market share of LIC and the enlarging 
portion of private sector share in the total annual premium income of all 
insurers in the life segment of insurance sector. 
' a 54 
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Conclusion 
Emerging conclusion from the above analysis of facts and figures 
related to the private sector insurers and the LIC bears out that the 
opening of the insurance sector resulted into entry of several new 
players in the life segment of insurance industry. The character of the 
insurance market turned from being protective to competitive and 
public sector LIC has come into competiton with private life insurance 
companies whose number is ever increasing. The pattern of 
organization of private life insurance corporation is mostly blended in 
financial, technical and managerial collaboration with multinational 
insurance organization of Europe and America. Another feature of 
change noticed in the character of insurance market is that the trend of 
conglomeration and integration of financial services has almost set in. 
Insurance and banking corporation have now evolved financial 
products which have a mix of insurance as well as banking. 
Banassurance marketed by banks and Assurbank sold by insurance 
companies are examples of such products. 
Favourable growth and development of private sector insurance 
companies is another significant conclusion highlighted by this study. 
The number of policies issued by the new entrants is increasing at a 
higher percentage rate than the LIC. However, the LIC so far occupies a 
predominant position in underwriting new life insurance policies in 
terms of absolute numbers. Likewise the private sector life insurers 
have been constantly enlarging their market share while LlC's market 
share in insurance industry has been on a decline in percentage terms. 
But in absolute money terms LIC dominates the market. 
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The premium, pension and annuity funds mobilized by LIC make 
a pool of investible funds. How these funds are being employed by LIC 
makes a significant subject of study as it is related to the interest of 
policyholders as well as a significant contributory factor to the 
economic development of the country. The next chapter is accordingly 
devoted to the study of pattern of investment of funds by the L.I.C. 
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CHAPTER - 5 
INVESTMENT PATTERN OF LIC 
The preceding chapter analyzed and discussed the LIC's various 
sources of funds and the financial inflows to the Corporation from 
each of them. The study also reviewed the scenario emerging from the 
liberalization of the insurance sector and allowing the entry of new 
private life insurers in the insurance industry from beginning of the 
current millennium. The changes in the character of insurance industry 
which have occurred because of the change of environment for 
insurance business in India from a monopolistic and protective market 
for LIC into an open and competitive market with entry of new private 
players have also been discussed and highlighted. Also the progress 
made by the private sector life insurance companies over the course of 
their existence and operation since 2000-01 has been examined. The 
impact of the growth of new life insurance companies in the private 
sector on the volume of insurance business transacted by the LIC as 
public sector insurance organization has also been traced out. Finally 
the study determined the market share of LIC vis-a-vis the private 
sector life insurance and brought to fore the gradual erosion in the 
market share of the LIC and regular expansion of the share of private 
sector companies in the total life insurance business in India. The study 
in the previous chapter however, comes to the conclusion that the LIC, 
continues to be a gigantic life insurer in India with a huge base and 
largest network in the insurance sector. LIC's volume of business, 
though being impacted to diminution in percentage terms by the 
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operation of private life insurers, yet the financial inflows from life 
business to the Corporation are preponderantly largest in absolute 
money terms and range between 90 percent and onwards of the total 
insurance premium income of the Indian insurance industry.^ 
The huge financial inflows to the LIC make a pool of funds which 
constitute the capital formation much needed for the economic 
development of the country. However, the Corporation's own 
obligations towards the policyholder necessitate the proper investment 
of these funds for earning a reasonable rate of return so that the LIC 
could pay the amounts of claims both premature and mature, of the 
policyholders with the already agreed benefit to them. But the 
investments need to be based on prudent corisiderations of the various 
avenues because the funds represent policyholders savings and are held 
in possession by the LIC in a fiduciary capacity. The LIC has, therefore, 
to observe a certain legal framework which delineate the tether for 
Corporation's investment avenues as well as leaves adequate room for 
the Corporation for liberal decision making in the matter of investment 
of policyholders funds. Hence, this chapter focuses on the emerging 
pattern of investment of Life Insurance Corporation under the impact of 
the statutory circumscription of the areas of investment. The study will 
also trace out and bring to fore the changes that have taken place in the 
pattern of LIC investment over time space of 1991-92 to 2004-05 of the 
work. 
The study of the investment pattern of LIC is split into two 
sections for better understanding. The first section explains the 
peculiarities of the funds mobilized by the LIC in the form of premium 
inflows from policyholders, the requirement imposed for investment by 
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the very nature of liability characteristics of the investible funds of the 
LIC and the legal framework set out by the state legislature delineating 
the quantum and direction of investment for the LIC. The second 
section analysis the actual pattern of investment, the securities portfolio 
of LIC investments and the changes which have occurred in the 
investment preferences of LIC over the course 1991-92 through 2004-05 
of this study, with special focus on changes occurring after the opening 
of the insurance sector for private participation since 2000-01. 
SECTION - 1 
INVESTMENT RESTRICTION AND LIC'S OPTIONS 
Mobilization of saving from the surplus units of the economy 
through marketing of insurance products and pooling the financial 
inflows for capital formation are the two main function of the LIC as a 
primary saving institution. The nature of these two different functions 
and the obligations arising from them have imposed on the LIC a socio-
economic responsibility not only towards policyholders for the 
preservation of policy reserves but also to the nation for investing in 
assets in a manner consistent with public interest.^ The responsibility of 
the LIC assumes further significance to protect the 'public interest' 
because of the predominant role it plays in insurance market. However, 
the extent to which the LIC can share this responsibility is 
circumscribed, on the one hand, by the legal framework stipulating the 
areas and limits of investment and, on the other it is impacted by the 
nature and characteristics of its liabilities making the investible funds. 
The legal framework excludes insurance funds from investment in 
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certain securities while the nature of LIC liabiUties call for the safety of 
funds fetching maximum return and maintenance of certain proportion 
of assets in a form which can be readily convertible into cash without 
considerable capital loss. The two impacting factors, the liability 
characteristics of LIC's investible funds and the restriction imposed by 
the legal framework are explained in the following discussion. 
Nature and Characteristics of LIC's Liabilities 
Considerable influence the nature and characteristics of LIC 
liabilities exert on the investment policies of the Corporation. A life 
policy is, in fact, a contract whereby an insurance company agrees to 
pay a stipulated amount upon the death of an insured person in lieu of 
certain periodic payments to the Corporation. By entering into a 
number of such contracts, the Corporation has actually established a 
system whereby many persons pay into a fund and many beneficiaries 
draw out of the fund. While the receipt of payment may be largely 
certain, the withdrawal, based largely on the occurrence of the event, 
lacks uncertainty. An intelligent regard of this aspect of the contract by 
the Corporation is important in determining its portfolio of investment 
as it has to meet the claims of policyholders as and when they occur for 
settlement and final payment. 
Moreover, the liabilities of the LIC in the form of insurance 
premia are preponderantly larger than other liabilities and reserves. The 
life fund is the main liability of the Corporation. In fact, premia 
liabilities constitute 99.96 percent of the total liabilities while the share 
holder's funds comprise 0.04 percent of the total liabilities. Such a small 
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base of capital mean that the LIC has a very limited ability to absorb 
any loss of capital caused by any loss in investment assets. 
A.H. Bailey, an English Actuary laid down five guiding principles 
to ensure safety in the investment of life fund. In his view ,^ preservation 
of capital base must receive top priority while making decision for 
investment of life funds. His cannons are important for insurers and 
mentioned as below:3 
(I). The first consideration of a life office should be security of capital. 
(II). The highest consideration of interest should be obtained, but this 
principle should always be subordinate to the previous one, the 
security of capital 
(III). A small proportion of the total funds (the amount varying 
according to circumstances of each individual case) should be 
held in readily convertible securities for the payment of current 
claims, and for such loan transactions as may be considered 
desirable. 
(IV). The remaining and much larger proportion may safely be 
invested in securities that are not readily convertible; and that it is 
desirable, according to the second principle, that it should be so 
invested, because such securities, being unsuited to private 
individuals and trustees, conmiand a higher rate of interest in 
consequence. 
(V). As far as practicable, the capital should be employed to aid the 
life insurance business. 
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The essence of the above guiding principle is to safeguard the 
capital and maintain liquidity in investment assets in view of the nature 
of life funds which are none other than the institutionalized savings. 
The institutionalized savings change in characteristics as soon as they 
change hand and shift from the actual saver to the investor or the 
financial intermediary such as the LIC. These peculiar characteristics of 
institutional savings are identified as below:^ 
I. Fiduciary Characteristics 
So far as the savings are in the possession of the original savers, 
he is free to dispose them of in any manner he wishes-the savings may 
be spent, hoarded, doled out and converted into real estate or transform 
into ornament and jewelry. But as soon as the savings get the 
institutionalized in the hands of the institutional borrower, a fiduciary 
character envelops the savings. The financial institutions can not treat 
and deal with the savings in the same free manner as the individual 
saver could do with his own savings. Institutionalized savings cast a 
special responsibility and impose fiduciary obligation upon the 
financial intermediary with regard to their utilization. 
In handling the funds at their disposal for investment and 
lending, saving institutions have to consider the special relationship 
which exists between them and the claimants of the funds- the 
depositor or policy holder or unit holder. The specials relationship is 
the out come of the savings being held in trust by the financial 
institution and is in the nature of debtor and creditor between the 
institution and the saver. This bond of debtor and creditor is, in fact, 
different from the ordinary relationship of the same nature. The 
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entrusted money is withdrawable on demand by the saver and payable 
by the bank whenever such a demand is made, the unit money assigned 
to the trust can be claimed back whenever the unit holder decide to 
surrender his units and the insured amount becomes payable soon on 
the expiry of the term or happening of the assured event. This 
peculiarity of the institutionalized debt (savings) held by the financial 
intermediary as the trustee involves elements of uncertainty of time for 
repayment combined with certainly of the obligation of the institution 
to repay not only the principal money but also a reasonable return on it. 
The institutionalized savings, therefore, delineate the limits within 
which the trustee- institution can deal with them as regards their 
utilization. The institution actually stands bound by the urges of the 
fiduciary character of the savings. Unlike the individual saver in whose 
hands the savings enjoy a free handling, the institutional borrower 
handles them within constraints that satisfy their trusteeship 
obligations towards the saver. The investment decision of the institution 
is, thus, seriously influenced by the fiduciary nature of institutionalized 
savings 
II. Investible Characteristics 
Apart from fiduciary properties, the savings also assume an 
investible character in the hands the institutions. So far as they are 
scattered in the hands of numerous savers, the savings remain out of 
the investment channel. A number of factors are responsible to devoid 
the savings of their Investible property when they are in the hands of 
the individual savers. First, the redistribution of income process in 
socialistic pattern of society renders the size of individual savings too 
slender. The individual saver is unable to invest his small savings by 
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way of the direct purchase of borrower's securities, i.e. corporate stock 
and bond. Secondly, meager amount of savings accumulated by 
sacrificing the current consumption makes the money dearer to the 
saver. This, in turn, leads to develop in him an urge for safety of his 
hard-saved amount of money. The individual saver, thus, lacks 
boldness to invest his savings in risk-bearing corporate securities. 
Thirdly, the investment function itself requires expertise and a 
specialized knowledge of relative benefits and returns from each of the 
alternate types of investment opportunities available to an investor in 
the capital market. This goes beyond the ordinary apprehension of a 
common saver and he tends to shirk the direct investment of his 
savings. For the borrowers also it is difficult to ascertain the availability 
of loanable funds from innumerable small savers. 
Thus, the individual savings do not acquire the investible 
property until these are mobilized and pooled by the financial 
intermediaries. Institutional agencies meet the urges of the small savers 
by taking over on themselves the obligation of security, return and 
repayment of money to the saver. They offer savers a more attractive 
alternative to the direct purchase of borrowers' debt. That is, by 
providing savers with assets that are either safer, more liquid, or have a 
higher net return, or more likely some attractive combination of these 
features, intermediaries induce lenders to exchange their loanable funds 
for claims against financial institutions rather then against primary 
borrowers. In essence, intermediaries buy borrowers debt and sell their 
own liabilities to surplus units in exchange for loanable funds. 
The savings thus mobilized from numerous sources by the 
financial institutions accumulate in a centralized pool and acquire a 
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uniformity of character. Institutionalized savings increase in their size 
which is large enough to form pool of funds loanable in sizeable 
quantity to borrowers in the capital market, and, thus, they develop an 
investible character in the hands of the financial institutions. 
Assumption of this new property by the institutionalized savings 
causes the separation of the investment decision from the saving 
decision. Investment decision now can be made by the financial 
intermediaries with no direct tie to any single saving decision. With 
specialized wisdom and current awareness of the position of capital 
market, the financial institutions can profitably manage the investment 
of individual savers' debts. It becomes possible for the institutional 
investor to seek diversification of assets available against investment 
diversified according to risk yield and liquidity. To the borrowers, 
investible property of the institutionalized savings facilitates the 
availability of the sources of funds and assures them that funds are 
generally available from institutional agencies at relatively less effort 
and reduced cost. 
III. Socio- Economic Characteristics 
Socio-economic obligations also get attached to the savings on 
their transformation into institutional funds. The surplus units 
individually are free to divert their savings in any channel of utilization 
they choose, for there exists no legal or social binding for them. 
Institutionalized savings, however, get involved into certain economic 
commitments either by the law or economic structure of the society. The 
institutionalized savings have to be directed towards the economic 
development of the country. But economic development is synonymous 
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with industrial progress which depends upon provision of adequate 
finance to industry. Financial intermediaries which act as major 
suppliers of funds in the capital market owe the social and economic 
obligation to provide the institutionalized funds to meet the financial 
needs of industry. In other words, loanable funds with the financial 
institutior\s must be applied to correct the imperfections in the capital 
market. With these funds the financial institutions bridge up the gap 
between the demand for funds and supply of funds. Adequate supply 
of fimds to industry accelerates the pace of economic development 
which, in turn, generates more income and employment in economy. 
The society, as a whole, reaps the benefit of the optimum material 
welfare from econonnic function of savings which ultimately contributes 
to the higher standard of living. 
Obligations of liability Characteristics of LIC 
From the liability characteristics of the LIC funds discussed 
above, it clearly emerges that the safety requirement is of paramount 
importance and consideration in the investment of life funds. The 
policyholders deposits is a trust money in the hands of LIC and, hence, 
casts upon the LIC the responsibility for its safety and security. Return 
on investment takes the second important requirement for investment 
of policyholders funds by the LIC. The investment must earn adequate 
return to pay to the policyholders the agreed sum of money plus the 
accretion on it in the form of bonus, profit, etc. as well as to meet the 
charges of establishment and operations of the LIC at a rate of interest 
not less than that on which premium are based. In other words, funds 
need to be invested. Thus the obligations arising for investment of LIC 
funds are discussed below:^ 
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(a) Need for Safety 
Safety requirement for investment of life insurance funds has 
been the focus of priority of the Govt, of India at all times. The 
insurance business remained nationalized from 1956 to 2000. In fact, one 
of the most important driving force for the Govt, of India to nationalize 
the insurance business was the State's responsibility to provide 
safeguard to the 'public interest' which demanded security of the 
policyholders premium deposit. The need for safety of premium funds 
has been all the time acute because the life assurance contract is a long 
term contract and as such the premium money regularly entrusted to 
the Corporation by the policyholders remain in life insurers custody for 
a very long number of years while the payment of sum assured is made 
once during or after the long period of maturity of insurance contract. 
During this long period of contract, the policyholders deposit must 
remain safe and secure and his right to get back the assurance money 
on time must be guaranteed. To provide safety to the policyholders 
deposit, the investment of funds must be in securities which are safe 
and risk free with respect to principal amoimt of investment as well as 
timely receipt of return. At the same time the public deposits 
accumulated by the LIC must also be channelized for investment in 
areas of socio-economic development so that the people and the country 
benefit from institutionalized savings of life funds. 
These twin objectives could only be achieved when the 
investments of LIC's life funds were regulated. With this end in view 
the government enacted the legislation delineating the areas of socio-
economic importance as well as the securities of high degree of safety in 
which the LIC can direct investment of the life funds. However, the 
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legislation spares the room for liberal decision of investment to the LIC 
too. The legal framework, the limits prescribed for LIC's investments 
and the open space it provides for the investment decision options to 
the LIC is discussed in the later part of this section. 
(b) Need for Return 
The investment prudence of insurance funds does not only 
necessitates simply the consideration of 'safety' of capital and premium 
funds but also the earning of maximum possible income in a regular 
order. Life insurance business differs in two important features from 
other sort of business. First, the life insurer, in return of the premium 
fixed at the outset, enters into contract which definitely runs for many 
years. Second, the premium received under these contracts are pre-fixed 
on the basis of a mathematical calculation which assumes that the life 
insurer will be able to invest the accumulated premium funds at a 
definite rate of compound interest. The ability, therefore, of a life 
insurance organization to conduct its business on a solvent basis 
depend, to great extent, on its ability to invest its funds and keep them 
invested on a rate not less than that on which the premiums are based. 
The obligation of a life insurer is not simply the safety of capital, but 
earning of maximum possible return on investments. In addition to 
reasonable rate of return, regularity and stability of income is also 
essential. 
The investment of life insurance funds therefore, calls for 
ensuring an amount of return adequate to meet the insurer's liability 
arising from the claims of the insured as also the establishment 
expenditure .of the life insurer besides leaving a normal surplus 
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necessary to induce the insurer to continue with the insurance business. 
Thus, the paramount need in investment of life funds is to earn an 
adequate yield with the safety of capital. 
However, the 'safety' and 'return' requirements for life insurance 
fund investment plunge the insurance organization in a paradoxical 
situation. 'Safety' and 'Profitability' principles are opposite to each 
other. The most safe securities earn little profit and vice-versa. 
Therefore, the life insurance organization has to strike a proper balance 
between 'safety' and 'profitability'. A very large portion of funds could 
be invested in safe securities which would yield at least assumed rate of 
interest while the other small portion may be invested in profitable 
securities guaranteeing at least safety of principal amounts. In addition, 
an investment fluctuation fund may also be created to meet any 
possible losses an account of fluctuations in return. 
The consideration of taxes is also important because taxes impact 
the profitability. Unfavourable taxation may reduce the return on 
investments for the insurance organization. 
(c) Need for Liquidity 
The convertibility of investments into cash without undue loss of 
capital is termed as the 'liquidity' characteristic of investment. In 
insurance fund investment, this principle is essential because of 
immediate requirement of money for payment of claims of 
policyholders arising from time to time. 
The principle of liquidity is against the principle of profitability 
because the idle cash earns nothing and the invested cash lacks 
liquidity. 
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The experience of insurance business gained over the years of its 
evolution and, progress reveals that, in fact, the need for 'liquidity' in 
Ufe insurance funds is not as great as it is felt in other finance business. 
This is mainly due to three reasons: 
(i) The contractual liabilities of life insurance companies are of 
long-term nature. Hence, there is no higher chance of 
maximum outflow at any time because the maturity, unlike 
the bank withdrawals, may not fall within a short period. The 
policyholders' claims generally follow a set trend on the 
maturity and death experience. The investment can, therefore, 
be made and usually they are long term in nature, 
(ii) Since the cash inflows of life insurance companies have always 
exceeded the cash outflows, the liquidity factor is rendered of 
minor importance. For meeting the daily requirements of 
funds, it is not essential to keep the investment in readily 
convertible securities because a vast amount of cash is 
received daily in the form of premiums from policyholders 
and role of new insurance policies, 
(iii) Lastly, the life insurance income is largely retained and re-
invested at compound interest, providing an inexorable 
growth of capital which gives sufficient liquidity to a life 
insurer. 
Statistics computed in Table 5.1 below brings to fore the 
percentage of claims to total business income from premia from 1991-92 
to 2004-05. These claims of policyholders arise on account of maturity, 
death and surrender. The data reflects that surrender and death claims 
constitute a very small percentage of payments in relation to total 
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business of LIC. The amount of these clainns on an average ranges from 
3 to 4 percent of total financial inflows of the LIC. The maturity claims 
of the policyholders remain within an average of 17 to 18 percent of the 
total business premia earned by the LIC. These are also not so 
substantial as to call for any huge cash resources available all the time to 
meet such claims. Hence, the observation bears testimony to the fact 
that by its very nature the life insurance business does not require a 
sigruficant liquid position. Besides, the policy to 'match assets' with the 
'term of liability' further considerably reduces the liquidity 
requirement. 
Table- 5.1 
Percentage of Maturity Claims, Death Claims 
and Surrenders to Total LIC Business 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2001-01 
2001-02 
2002-03 
2003-04 
2004-05 
Claims by Maturity 
16.84 
17.01 
18.32 
18.04 
18.90 
18.00 
17.92 
18.21 
17.16 
17.05 
18.80 
16.79 
17.84 
17.89 
18.11 
Claims by Death 
3.85 
3.96 
4.15 
4.13 
3.91 
4.03 
3.79 
3.95 
3.79 
3.66 
3.54 
2.95 
3.14 
3.15 
2.93 
Surrenders 
1.55 
2.59 
5.91 
2.26 
2.13 
2.32 
2.49 
2.21 
2.81 
2.93 
3.16 
3.15 
3.17 
3.38 
2.96 
Source: Annual Reports of LLC. 1991 to 2005. 
Conclusion 
The conclusion emerges from the above discussion that the 
characteristics of the life insurance funds which are basically 
institutionalized savings of the people casts upon the life insurance 
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Corporation an obligation to deal with these funds very prudently 
while investing them. Since insurers deal with large public funds 
primarily in the nature of premiums of policyholders, entrusted to them 
in good faith, the safety of the same assumes greater importance. The 
moneys are collected on a long term contractual basis with the trust that 
they will be secure with the insurers and will be paid back when claims 
become due with accretion of profit and bonus. The investment, hence, 
should be made keeping in view the combined requirements of the 
liability characteristics of safety and maximization of yield. The premia 
inflows and the matching of the term of liabilities with the maturity 
term of investments portfolio of life funds adequately take care of 
liquidity in insurance business. 
The nature of the liability of insurers, in fact, underscores that the 
investment decisions in the insurance sector are not entirely a matter of 
choice only of the investor. The governments or the regulators in all 
countries insist on a clear and transparent policy for investment and 
usually prescribe detailed regulations for the same. The government of 
India has also prescribed legal framework to be followed by life 
insurers in making the investment of life funds. The Insurance 
Regulatory and Development Authority (IRDA) has been established by 
the government to regulate, control and promote development of 
insurance sector. The following discussion deals with the legal 
framework for investment in detail. 
LEGAL FRAMEWORK OF LIFE INSURANCE INVESTMENT 
Since the 'public interest' is involved in insurance business as the 
premium moneys are collected on a long term contractual basis with a 
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trust that they will be secure with the insurers, it becomes incumberit 
upon the government to safeguard the 'public interest'. Every 
government finds it imprudent to leave the investment decisions of 
insurance funds purely to market forces or to the sole discretion of a 
few individuals. The governments like to have some control over the 
same. Accordingly, the investment of insurance fund is regulated by 
means of legislation in majority of the countries world over. 
Broadly, there are two regulatory models governing investment 
policies of insurance companies and pension funds. One is the 
'Prescriptive Model' and the other is the 'Prudent Man Model'. In the 
Prescriptive Model, the investment decision of the insurance companies 
are dictated by a mandated investment pattern. India, Canada, Italy, 
Japan and South Korea besides many other countries, follow this model. 
The 'Prudent Man Model' has no mandated investment pattern, but 
'eligible assets' and 'admissibility limits' must back the prescribed 
minimum solvency related to eligible assets. This model indirectly 
influences the asset allocation decisions of insurance companies. USA, 
UK, France and Spain follow this model. 
India has adopted the 'Prescriptive Model' which requires the 
insurance companies to follow a mandated pattern of investment in 
making asset allocation decisions. 
Mandated Patterns of Investment in India 
The mandated pattern of investment was prescribed in great 
detail by the Government of India under the Insurance Act 1938. This 
was not in the form of guidelines but as a legal obligation to be strictly 
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complied with. It was stipulated that the LIC should invest its funds in 
the following manner.^ 
Table 5.2 
Legal Framework for Investment Specified in Insurance Act, 1938 
Type of Investment Percentage of 
Controlled Funds 
(i) Government Securities 25% 
(ii) Government and other approved securities including Not less than 30% 
(!) above 
(iii) Approved Investments 
(a) Infrastructure and Social Sector Not less than 15% 
(b) Other governed by Exposure/Prudential Norms Not less than 20% 
(iv) Other than approved investments governed by Not exceeding 15% 
exposure norms 
Source: Insurance Act, 1938 
The above legal circumscription for investment continued to be 
followed by the Life Insurance Corporation of India till the 
establishment of the Insurance Regulatory and Development Authority 
(IRDA) in the year 2000 following the decision to reform the 
government owned insurance sector by opening it to private 
participation also. The IRDA reviewed the legal framework prescribed 
under Insurance Act 1938 and brought about changes altering the 
provisions of the Act to the new environment and demands of the 
economic development in the wake of globalization and liberalization 
of Indian economy. The recommendation of Malhotra Committee 
appointed by the Government to go into the reform process of the 
insurance sector were given due consideration by IRDA while 
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prescribing its own. 'Prescriptive Model' for investment of life 
insurance funds. The Malhotra Committee had recommended that the 
mandated investment of funds of the LIC should be reduced and the 
composition of portfolios should be flexible so that portfolio 
diversification will bring about improvement in returns. On the basis of 
this report IRDA introduced some changes in the 'Prescriptive Model'. 
Though IRDA regulations also followed more or less the earlier pattern, 
but the quantum of investment in government securities, etc. has been 
reduced sigruficantly by IRDA. The LIC and other private life insurers 
have now somewhat greater freedom and higher flexibility to make 
their investments, of course, within certain parameters. The pattern that 
was prescribed with effect from 2001 is as follows in respect of the Life 
Insurance Corporation of India and other life insurance companies in 
private sector. 
Table 5.3 
Pattern of Investment Specified by 'IRDA' 
Type of Investment Percentage 
(i) Government Securities 25% 
(ii) Government Securities or other approved securities Not less than 50% 
including (i) above 
(iii) Approved Investments as specified in Schedule-I: 
(a) Infrastructure and Social Sector Not less than 15% 
(b) Others to be governed by Exposure Norms Not exceeding than 
(Investments in 'Other than in Approved 35% 
Investments' in no case exceed 15% of the Fund) 
Source: IRDA Report 2000-01. 
IRDA prescribed the above mandated investment pattern for 
allocation of assets out of the consolidated fund of the LIC. The 
consolidated fund represents the funds accumulation under 'life 
business' only. In terms of explanation in section 27A of the Act, the 
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Authority has determined that assets relating to Pension Business, 
Annuity Business and linked life insurance business shall not form part 
of controlled fund. Thus, funds other than funds relating to pension, 
general armuity business and unit linked insurance business, are 
controlled funds of the LIC. 
Funds accumulated by LIC under Pension Business and 'General 
Annuity Business' have been prescribed a different 'Prescriptive Model' 
by IRDA for investment. IRDA rules that LIC shall invest and at all 
times keep invested funds belonging to Pension Business and General 
Annuity Business in the following manner. 
Table 5.4 
Specified Pattern of Investment for Funds of Pension Business 
and General Annuity Business 
Type of Investment Percentage 
(!) Government Securities being not less than 20% 
(ii) Government Securities or other approved securities 40% 
inclusive (i) above, being not less than. 
(iii) Balance to be invested in approved investments as Not exceeding 60% 
specified in Schedule I and to be governed by Exposure 
/ Prudential Norms specified in Regulation 5. 
Source: IRDA Report 2000-01. 
Unit Linked Life Insurance Business Funds are dealt with separately 
by IRDA for investment. IRDA rules that "Every insurer shall invest 
and at all times keep invested the segregated fund of unit linked life 
insurance business as per investment offered to and approved by the 
policyholders. Unit linked policies may only be offered where the units 
are linked to categories of assets which are both marketable and 
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reliable. However, the total investment in 'Other than approved 
category of investments' shall at no time exceed 25% of the fund. 
Conclusion 
Conclusion is derived from the above discussion of the legal 
framework laying down a 'Prescriptive Model' that the LIC essentially 
invests the insurance funds judiciously with the combined objective of 
maximization of yield and safety and also ensuring liquidity. Since the 
Corporation keeps the policy holders money in a fiduciary capacity, the 
legal restrictions also aim to ensure that the LIC keeps and maintains a 
minimum level of solvency to meet the reasonable expectations of the 
policyholders. The mandated pattern of investment achieves these ends 
by dispersing the investments over different classes of securities, 
industries and areas. It closes the door for the LIC to indulge in 
speculative business to avail the risky advantage of temporary 
fluctuations in market prices by employing the trust funds of the 
policyholders. 
The mandated pattern also takes into account the social 
responsibility of the LIC. As the insurance funds are regularly and 
steadily growing on yearly basis through new business transacted by 
LIC, obligation is cast on the Corporation being a public sector 
imdertaking to also channelize these funds for the socio-economic 
development of the nation. Investments in socially oriented schemes 
help to improve the quality of life of the people at large through 
improvement of basic amenities like potable water, drainage, housing 
electrification and transport. The mandated pattern seeks to ensure that 
adequate funds are made available for the infrastructure and social 
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sector development projects in which the LIC is obliged to invest a 
given percentage of its investible funds. 
The following section analyses and discusses the actual outflows 
of funds of LIC in different classes of securities, industries, sectors and 
regioris. The detailed analysis will also bring out the changes that have 
taken place in the pattern of investment of LIC over the time-space of 
this study 1991-92 through 2004-05. 
SECTION-II 
INVESTMENT PATTERN OF LIC 
The foregoing section concluded that the investment activities of 
the LIC are circumscribed by legal stipulations and the characteristic of 
its liabilities. The nature of LIC's liabilities calls for the 'maximization' 
of yield within the confine of safety and liquidity while the legal 
requirements exclude investment of insurance funds from certain 
fields.7 With such tether of operations this section attempts to look into 
the portfolio structure of the LIC and the changes, if any, brought about 
in the pattern of investment during the period of the study 1990-91 
through 2004-05. 
In asset allocation, the LIC operations are not speculative. The 
Corporation is largely a long-term investor and endeavours to 
maximize the yield. But in the maximization of return the LIC has to 
assume risk as yield varies inversely with risk. The greater the risk the 
higher the yields is the rule rather than exception. India, being a 
developing economy, the risk appears in diverse forms in financial 
markets in such economies. The main problems before the LIC in the 
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formation of an investment portfolio is, therefore, the allocation of 
available funds amongst the various types of securities including 
variations in such proportions under changing conditions where the 
Corporation can maximize its income and minimize the risk. Placed 
under such a precarious situation in respect of assets allocation in 
investments, the Corporation has limited choice of investment policy. It 
can, for example, eliminate many kinds of risks through the 
employment of its investible funds in fixed income assets to get a steady 
and safe income return, usually requiring minimum of supervision. But 
the Corporation cannot achieve best results by pursuing this policy. 
Another common approach can be that the Corporation, being a wise 
investor, may select, after a thorough analysis of margin of safety, only 
such securities which are selling now below their true worth' but in 
near future might yield handsome income because things turn out 
better for the security than most people expected. But such approach 
would appear to be speculative in nature and relies heavily on success 
in forecasting future trends. Another option is to spread the investment 
widely. This policy of diversification is largely followed by investors, 
particularly the insurers. It accepts the premise that no security is safe 
beyond question and that analysis of investment risk cannot weed out 
all vulnerable securities. Diversification is, thus, accepted as an 
important investment principle which enables the investor to secure the 
advantage of favorable market condition on the one hand and to 
minimize the disadvantages of unfavorable political and economic 
trends on the other.^ 
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Growth of Lie's Investments 
Tremendous growth is noticeable in the investments of LIC 
within the time space of this study 1990-91 through 2004-05. The 
statistics relating to the aggregate investments of LIC over the course of 
the fifteen years period under analysis is presented in Table-5.5 below. 
The data highlights steady and regular increases in the volume of 
investments funds. The investments which stood at Rs. 26,472.7 crores as 
on March 31, 1991 soared to Rs. 4,13,800.9 crores in 2004-05, registering 
an increase of around sixteen fold over the corresponding time-space. 
With minor fluctuations, the growth trend has been steady and on an 
average, the investments of LIC have grown at a rate of 20 percent each 
year. 
Table- 5.5 
Growth of Lie's Investments 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Total Investments 
26,472.76 
31,327.94 
38,406.62 
45,560.63 
56,182.44 
68,275.60 
82,665.17 
98,947.77 
1,20,445.40 
1,46,363.65 
1,75,491.18 
2,21,697.50 
2,65,044.47 
3,43,128.80 
4,13,800.95 
Growth %age (+)/(-) 
-
18.3 
22.5 
21.2 
20.6 
21.5 
21.1 
19.6 
21.7 
21.5 
19.9 
26.3 
19.5 
29.5 
20.6 
Source: Compiled from Annual Reports of LIC, 1990-91 to 2004-05. 
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Domestic and Foreign Investments 
The Lie has been deploying its investible funds both 'within 
India' and 'outside India' in loans and securities. Investments 'out of 
India' comprise of foreign government securities. Municipal and other 
securities. Debentures and shares of joint stock companies, housing 
loans and loans against policies, and fixed and short term deposits with 
banks. However, investments in foreign assets has made a slow growth 
with small amount base. The distribution of LIC's investment between 
'domestic' and 'foreign' assets, as exhibited in Table 5.6 reveals that 
investments 'within India' are preponderantly higher than investments 
in 'foreign' countries. 
Whereas the life funds outflows in domestic securities constitute 
upward of 99 percent of total investments in each year of the period of 
study, those invested outside India have remained very paltry 
accounting for even less than one percent throughout the period of 
study 1990-91 through 2004-05. In absolute money terms, however, 
foreign investment have registered more than seven-fold growth rising 
from Rs. 125.28 crores in 1990-91 to Rs. 943.79 crores in 2004-05. As 
against this the domestic investments have grow sixteen fold during the 
corresponding period. The distribution of the total investments of 
L.I.C. is analysed and discussed as follows. 
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Table - 5.6 
Lie's Domestic and Foreign Investments 
(Rs. in crore) 
Year 
1990-91 
J 991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Investments in India 
26,347.48 
(99.5) 
31,168.38 
(99.4) 
38,212.07 
(99.4) 
46,333.33 
(99.5) 
55,859.86 
(99.4) 
67,943.76 
(99.5) 
82,250.29 
(99.4) 
98,537.87 
(99.5) 
1,20,045.48 
(99.6) 
1,45,906.09 
(99.6) 
1,75,014.85 
(99.7) 
2,21,117.43 
(99.7) 
2,64,866.39 
(99.7) 
3,42,219.89 
(99.7) 
4,12,857.16 
(99.7) 
Investments out of 
India 
125.28 
(0.5) 
159.56 
(9.6) 
194.55 
(0.6) 
227.30 
(0.5) 
322.58 
(0.6) 
331.84 
(0.5) 
414.88 
(0.6) 
409.90 
(0.5) 
399.92 
(0.4) 
457.56 
(0.4) 
476.33 
(0.3) 
580.07 
(0.3) 
678.18 
(0.3) 
908.91 
(0.3) 
943.79 
(0.3) 
Total Investments (as 
on March 31) 
26,472.76 
(100.0) 
31,327.94 
(100.0) 
38,406.62 
(100.0) 
46,560.63 
(100.0) 
56,182.44 
(100.0) 
68,275.60 
(100.0) 
82,665.17 
(100.0) 
98,947.77 
(100.0) 
1,20,445.40 
(100.0) 
1,46,363.65 
(100.0) 
1,75,491.18 
(100.0) 
2,21,697.50 
(100.0) 
2,65,044.47 
(100.0) 
3,43,128.80 
(100.0) 
4,13,800.95 
(100.0) 
Source: Compiled From Annual Reports of LIC, 1990-91 to 2004-05. 
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Sector-Wise Allocation of LIC's Investments 
Investments of the Corporations are diversified and spread over a 
wide range of assets of different available avenue. This also includes the 
securities of the different sectors of Indian economy. The important 
sectors of Indian economy are public, private, joint and cooperative 
sectors. These sectors are engaged in developmental activities. 
Securities in the form of shares, debentures and bonds are issued by 
these sectors to finance their development projects LIC subscribes to 
these securities. The Corporation also grants their long them and short 
term loans besides subscribing to their securities. 
The investment allocations of the L.I.C. to different sectors of 
Indian economy are presented in Table 5.7. 
The most preferred sector for investment by LIC, exhibited by the 
tabulated data is the public sector. More than 80% of the total funds 
invested have been shared by public sector throughout the period 1990-
91 to 2004-05. Private sector allocation range between 11 to 17 percent, 
cooperative sector investments account for 1 to 5 percent while 
investments in joint sector are of less than one percent during the 
corresponding period. 
In absolute money terms, however, investments in public sector 
have grown from Rs. 19,980.2 crores in 1990-91 to Rs. 3,22,021.8 crores 
by the end of 2004-05, recording a growth of sixteen times in the volume 
of investments in the sector. The investments made by LIC in private 
sector show a fluctuating trend but have grown in volume twenty-fold 
from Rs. 3310 crores in 1990-91 to Rs. 68484.5 crores in 2004-05. 
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Table- 5.7 
Sector-wise Distribution of LIC's Investments 
(Rs. in crore) 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Public 
19980.2 
(80.3) 
24425.4 
(80.3) 
28983.2 
(79.8) 
36246.5 
(82.1) 
44318.9 
(82.9) 
54003.4 
(83.0) 
65917.4 
(84.6) 
79235.7 
(84.7) 
96410.5 
(84.5) 
117059.0 
(84.2) 
141256.2 
(84.6) 
180574.1 
(87.1) 
219596.7 
(87.2) 
271778.5 
(83.2) 
322021.8 
(81.9) 
Private 
3310.0 
(13.3) 
4239.5 
(4.2) 
5397.0 
(14.8) 
5894.4 
(13.5) 
7017.2 
(13.1) 
8814.4 
(13.5) 
9588.5 
(12.3) 
11834.3 
(12.6) 
15048.4 
(13.2) 
19268.4 
(13.8) 
22779.5 
(13.6) 
23707.8 
(11.4) 
29406.8 
(11.7) 
51923.6 
(15.8) 
68484.5 
(17.4) 
Joint 
165.2 
(0.6) 
174.9 
(0.5) 
284.3 
(0.8) 
304.6 
(10.7) 
350.3 
(0.6) 
380.3 
(0.6) 
490.3 
(0.6) 
500.00 
(2.6) 
549.3 
(0.5) 
575.5 
(0.4) 
799.7 
(0.5) 
792.8 
(0.4) 
684.5 
(0.3) 
959.6 
(0.3) 
1270.2 
(0.3) 
Cooperative 
1444.3 
(5.8) 
1562.6 
(5.13) 
1657.6 
(4.6) 
1716.1 
(3.7) 
1793.1 
(3.4) 
1858.8 
(3.9) 
1941.8 
(2.5) 
2030.3 
(2.1) 
2094.5 
(1.8) 
2129.3 
(1.6) 
2168.4 
(1.3) 
2128.6 
(1.1) 
2082.3 
(0.8) 
2079.5 
(0.7) 
1408.2 
(0.4) 
Total 
24899.7 
(100.0) 
30402.4 
(100.0) 
36322.1 
(100.0) 
44161.6 
(100.0) 
53479.5 
(100.0) 
65056.9 
(100.0) 
77938.0 
(100.0) 
93600.3 
(100.0) 
114102.7 
(100.0) 
139032.2 
(100.0) 
167003.8 
(100.0) 
207203.3 
(100.0) 
251770.3 
(100.0) 
326741.2 
(100.0) 
393184.7 
(100.0) 
Source: Life Insurance Corporation of India. 
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Investment Pattern of LlC 
Investments in cooperative sector have made a marginal growth rising 
torn Rs. 1444.3 crores in 1990-91 to Rs. 2079.5 crores in 2003-04 and 
dropping to 1408 crores in 2004-05 .Joint sector investments of LIC show 
a positive growth and rose in volume from Rs. 165.2 crores in 1990-91 to 
Rs. 1270.2 crores by the concluding year of the study 2004-05 registering 
a growth of more than seven fold over the corresponding period. 
Distribution of Investments 
The legal framework circumscribes the choice of LIC for 
distributing its investments widely and liberally. An insight into the 
Lie's investment portfolio reflects that the LIC's avenues of investments 
lie within four broad groups. Included in these groups are firstly the 
'loans', second, the stock exchange securities, third is the special 
deposits with Central Government and the fourth groups represents 
'Other Investments'. The investments falling under the last group are 
subject to exposure norms and 'Prudential Norms' as laid down by the 
Insurance Regulatory and Development Authority (IRDA). 
I. Stock Exchange Securities 
Investment in Stock Exchange Securities occupy predominant 
position in the investment portfolio of the L.I.C. The aggregate 
investments in Stock Exchange Securities made by the LIC during the 
period of fifteen years of this study are presented in Table-5.8 below. 
Aggregate investments made in the stock exchange, securities 
exhibit tremendous increase over the period of this study 1990-91 
through 2004-05. In absolute monetary terms the investment allocation 
in stock exchange securities increased from Rs. 15,707.62 crores in 1990-
91 to Rs. 3,55,635.70 crores in 2004-05 registering a higher than 23 fold 
increase over the period this study. 
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Table- 5.8 
Investments in Stock Exchange Securities 
Year Amount of Investments Growth %age (+)/(-) 
1990-91 15707.62 
1991-92 18579.92 18.28 
1992-93 23846.84 28.34 
1993-94 29600.48 24.12 
1994-95 37277.64 25.93 
1995-96 47086.12 26.31 
1996-97 58850.87 24.98 
1997-98 72537.05 23.25 
1998-99 90823.75 25.20 
1999-00 114032.28 25.77 
2000-01 140106.03 22.86 
2001-02 181825.58 29.77 
2002-03 222449.32 22.34 
2003-04 292930.86 31.68 
2004-05 355635.70 21.40 
Source: Annual Reports of LIC, 1990-91 to 2004-05. 
The yearly growth in the amount of investment has, however, been 
fluctuating but positive through the period. The fluctuation too are not 
wide but modest. The yearly allocation LIC's investments in stock 
exchange securities have grown at the rate of 25 percent on an yearly 
average basis. 
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Investment Allocations in Stock Exchange Securities 
A deep insight into the breakup of investments in stock exchange 
securities reveals that the Corporation procures such securities as suits 
its mandated legal requirements which combine safety with yield and 
liquidity. Prominent among the stock exchange securities represented 
by Lie's portfolio of investments are the following.^ 
(i) Government of India Securities. 
(ii) State Government Securities 
(iii) Government guaranteed bonds 
(iv) Approved Securities as specified in Schedule-I 
(v) 'Other Securities' consisting of investments in infrastructure and 
social sector securities/bonds and shares and debentures of 
public companies subject to exposure norms and prudential 
norms, 
(vi) Shares and debentures of companies 
The allocation of investment funds each of the above stock 
exchange securities is presented in Table 5.9. The data reveals that 
amongst the Stock Exchange securities the preference of LIC is 
primarily towards such securities as have high degree of security 
though with a relatively less rate of return. Thus, the LIC Stock 
Exchange investments are predominantly in Government of India 
securities. State Government securities, and government guaranteed 
bonds including Treasury bills. More than 70 percent of the total stock 
exchange investment of the LIC is in the above securities as exhibited by 
computation in Table 5.9 over the period 1990-91 to 2004-05 except a 
very negligible drop in the year 2004 and 2005. 
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(a) Government Securities 
The investment funds deployed by the Corporation in Stock 
Exchange towards acquiring the Government Securities, guaranteed 
bonds and treasury bills show a regular and steady rise each year under 
this study. TabIe-5.9 shows that from Rs. 10,510.78 crores invested by 
Corporation in these securities in 1990-91, the amount soared to 
2,47,605.03 crores by the end of the year 2004-05, registering an increase 
of more than twenty three times over the period. 
Government Securities have distinct characteristics that suit the 
Lie as an investor in the Stock Exchange. Maturity pattern of 
government securities presents a special feature to the investors. 
Although government securities carry a contractual maturity period, 
yet some of the issues provide for retirement prior to final maturity at 
the option of the Treasury. Yet other kinds of government issues carry 
the provision which give the investor the option of establishing the 
maturity date at any time prior to contractual dates of issue. Some 
government securities have a 'call option' tag which authorizes the 
Treasury Department to call these issues for retirement a few years 
before the date of maturity. These characteristics present to the investor 
the option of encashing the Government Securities before the date of 
maturity. Thus, in addition to safety feature, the liquidity feature is also 
present in government securities to a remarkable extent. Moreover, the 
government securities have stability in prices which cannot be 
seriously disturbed as the Reserve Bank of India controls price 
movement within a reasonable range to maintain stability of prices. 
Hence, the preference of LlC to inves't largely in government securities 
amongst the stock exchange securities. 
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(b) Shares and Debentures of Companies 
Corporate Securities occupy a position second to government 
securities in the investment portfolio of LIC. Equity shares, preference 
shares and debentures constitute the corporate securities. These 
securities are an important source of contribution to income of LIC. 
Included in the corporate securities are the scrip of public corporate 
sector and registered joint stock companies. 
Investments in shares and debentures of Govt. Corporation and 
public limited companies, as exhibited by data in Table 5.9 range 
between 18 to 25 percent of the total stock exchange operations of LIC. 
The growth of investments in corporate securities has been tremendous 
during the period 1990-91 through 2004-05 of this study. The yearly 
growth of investments has been regular and steady. From 2,829.85 
crores invested by the Corporation in share and debentures of 
companies, the investment funds in these corporate scrips rose to Rs. 
66,013.10 crores by the concluding year 2004-05 of this study. The 
increase over the period has been of the order of more than 23 times, 
with a yearly growth rate of 18.5 percent (Table 5.9). 
Subscription to Scrips of Joint Stock Companies 
The stock market operations of the Corporation also include 
investments in the securities of the registered public joint stock 
companies. The speculative nature of these securities run the risk but 
earns a higher rate of return comparatively to other sorts of less risky or 
risk free securities. 
The split of these securities distinctively into equity shares, 
preference shares and debentures is presented in the following Table 
5.10. 
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Table-5.10 
Lie's Investment in Scrip of Joint Stock Companies 
(Rs. in crores) 
Year Equity shares Preference Debentures Total % age to aggregate 
shares investments 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1997-98 
1998-99 
1999-2000 
2001-01 
2001-02 
2002-03 
2003-04 
2004-05 
16.97 
(3.8) 
130.20 
(20.4) 
88.52 
(10.6) 
147.99 
(32.8) 
468.39 
(49.9) 
262.44 
(13.1) 
460.54 
(13.7) 
127.10 
(12.8) 
283.92 
(5.3) 
250.56 
(3.2) 
142.25 
(1.6) 
113.46 
(1.9) 
23100.88 
(57.6) 
31571.74 
(68.1) 
3.31 
(0.7) 
-
-
-
1.00 
(0.2) 
0.68 
(0.02) 
-
-
-
-
-
-
-
-
433.41 
(95.5) 
510.82 
(79.6) 
741.10 
(89.4) 
300.10 
(67.2) 
468.18 
(40.9) 
1727.98 
(86.7) 
2886.33 
(86.3) 
4410.12 
(97.2) 
5044.43 
(94.7) 
6942.28 
(97.0) 
8397.66 
(98.4) 
5827.30 
(98.1) 
17060.67 
(42.4) 
14468.57 
(31.9) 
453.69 
(100.0) 
641.02 
(100.0) 
829.63 
(100.0) 
448.09 
(100.0) 
937.57 
(100.0) 
1991.10 
(100.0) 
3346.87 
(100.0) 
4537.22 
(100.0) 
5328.35 
(100.0) 
7192.84 
(100.0) 
8539.11 
(100.0) 
5940.76 
(100.0) 
40160.67 
(100.0) 
46395.57 
(100.0) 
0.01 
0.02 
0.02 
0.01 
0.01 
0.02 
0.04 
0.04 
0.04 
0.04 
0.03 
0.02 
0.11 
0.11 
Source: Compiled from the Annual Reports of LIC 1990-91 to 2004-05. 
Figures in brackets are percentage to total 
The above break up of the securities of joint stock companies 
reflects the preferences of the LIC in respect of different scrips for 
investment. If the investments preference of LIC in securities of joint 
stock companies are analyzed in relation to tw o^ phases, the conclusions 
would be different. Phase one represents the period of monopoly and 
protective market to the LIC from 1990-91 till the insurance sector was 
opened in 2000-01. 
228 
u 
I — < 
«*^ 
o 
E 
u 
ti 
CO 
O H 
c 
s 
> 
c 
ON 
(N 
Investment Pattern of LlC 
Phase two denotes the period of post privatization of the 
insurance sector and the regime coming into force of the Insurance 
Regulatory and Development Authority of India (IRDA). Changes in 
legal framework prevalent in first phase were brought about by IRDA 
for observance in the second phase by all life insurers in the market 
comprising LIC and other private insurance companies. 
It is clearly evident from the Table 5.10 that during the first phase 
of the study, the debenture preference dominates the investments of 
Lie in public corporate securities. Larger amount of funds have been 
deployed in subscribing to debenture compared to equity shares during 
the period marking the first phase 1990-91 through 2002-03. The 
preference share have mostly drawn a blank except for a couple of years 
when the amount invested in them is quite negligible being much less 
than one percent during the corresponding period. On an yearly 
average, more than 86 percent of the total funds earmarked for 
investments in joint stock companies scrips have been invested in the 
subscription of debentures by the LIC. 
During the second phase which marks the period of IRDA's legal 
restriction for investment of life funds coming into force, a shift in LlC's 
investment, pattern is quite noticeable from Table 5.10. LIC's debenture 
preference has switched over to equity preference in the years 2003-04 
and 2004-05. Of the total investment funds, 57.6 percent and 68.1 
percent have been deployed towards subscription of equity share in the 
corresponding years as against 42.4 percent and 31.9 percent towards 
the purchase of debentures of the joint stock companies. 
The striking fact is that the LIC investments in scrips of joint stock 
company are very negligible. They account for only 0.01 percent to 0.1 
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percent of the aggregate investments over the period 1990-91 through 
2004-05 of this study. The LIC subscribes to only 'A' grade securities of 
the corporate sector as they conform to the prescriptive 'Prudential' and 
'Exposure' norms. 
Suitability of Corporate Securities 
Among the securities of public Corporation, debentures have 
enjoyed the preference of the LIC from 1990-91 to 2002-03. Debenhires, 
in fact, possess many attributes of good security which qualifies them as 
an ideal type of life insurance investments. The features of fixed 
maturity and interest rate of debentures are most adaptable in the 
actuarial criterion of the life insurance investment where the 
consideration of constancy and regularity of income is most important. 
Moreover, being a corporate debt, debentures constitute a prior claim 
on the assets of the company and are protected by the subordinate 
interest of others holding corporate securities. Besides, a debenture 
secured by a mortgage or a deposit of collateral offers a greater safety 
than an unsecured obligation. Hence, when the LIC chooses debentures 
for investment, it does so because of the superior claim they have on the 
earnings and assets of a sound public Corporation. However in order to 
receive a sure return, the Corporation accepts a relatively low fixed 
income and is also deprived of the right to participate in the higher 
return that will be received on the stock if the company prospers. Also 
the LIC as a debenture holder has no voice in the management of the 
company. But debentures in the portfolio structure of LIC produce 
income dependability even in depression and they are not likely to 
undergo serious decline in market value. 
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Preference share, on the other hand, is a kind of hybrid security 
that combines some of the features of debentures and some of equity 
shares. Hence, they are described as neither fish, fowl nor good red 
herring. For the investors of life insurance funds, preference share 
possess income weakness as 'no return if no profit' to the Corporation. 
They share much of the risk of ordinary shares without fully 
participating in the income distribution of prosperous years. Besides, 
the element of safety is also not as strong as in debentures. From the 
standpoint of stability in market price, preference shares, as a class, 
have not so good a record as debentures. LIC should apply rigid tests to 
preference shares and select those which qualify to its requirements. It 
would be in the best interest of the Corporation if it invests in 
cumulative preference shares of first rate quality. As such a selection 
presents difficulty and becomes speculative, the LIC avoids investment 
in preference shares, as is exhibited from the statistics of LIC's stock 
market investments. 
Equity shares which had a low key investment have of late, got 
attraction of LIC as is evident from the data exhibited in Table 5.10. 
Ordinary shares have provided income dependability in the post-
liberalization era in India when income on all other fixed obligation 
securities has considerably declined. However, substantial investments 
have not been made by LIC in equity shares in comparison to its 
aggregate investments in Govt, securities. State Govt, securities, govt, 
guaranteed bonds and Treasury Bills (Table 5.9). It is emphasized that 
since life funds are fiduciary in characteristics and insurance contracts 
are payable strictly in fixed monetary units the investments behind 
them should also be confined to secure and fixed monetary units. 
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'Valuation Requirement' of the LIC is also a deterrent to the 
investment in 'equities.' LIC cannot afford to have any substantial 
proportion of assets in the form of securities whose value tends to 
fluctuate widely. Hence, equity shares are avoided by life offices. 
The shift, however, in 2003-04 and 2004-05, in preference for 
higher investment in equity shares has occurred because the LIC's finds 
a strong appeal for ordinary shares during the current period of rising 
prices and inflation in Indian economy. During inflation as interest rates 
rise, high grade debentures and preference shares decline in value due 
to 'lock in' of existing commitments. Equity shares are not so affected. 
Ordinary shares thus serve as a hedge against inflation since they 
supplement the all too limited return received on debentures. Equity 
shares also offer a better chance for appreciation in value. Thus, 
investment in equity is both in the interest of policyholders as well as in 
national economic interest provided the investments are made in high 
quality 'equity'. 
(C). 'Approved' and 'Other' Securities 
The Insurance Regulatory and Development Authority of India 
(IRDA) has approved several other securities as investment avenues for 
the LIC. These 'approved' securities under the stock exchange 
operations are laid down in schedule I of the section 27A of the 
Insurance Act. Included in the schedule of approved securities, briefly 
mentioned, are mortgages against immovable property in and out of 
India, all secured loans, deposits with banks. Collateralized Borrowing 
and Lending Operations (CBLO), commercial papers of very strong 
category issued by a company or financial institution, and Treasury 
Bills issued by RBI, etc. 
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Table- 5.11 
Lie's Investment in 'Approved' and 'Other' Securities' 
(Rs. in cores) 
Year 
1990-91 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-2000 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Approved Securities 
2330.60(14.7) 
3644.38 (9.8) 
3760.43 (7.9) 
3818.90(6.5) 
3835.16(5.3) 
3700.29(4.1) 
3546.00(3.1) 
3502.91 (2.5) 
3281.89(1.8) 
3068.66(1.4) 
5147.55(1.8) 
2451.77(0.7) 
Other Securities 
171.00(1.2) 
-
-
-
266.32 (0.4) 
756.52 (0.8) 
1467.29(1.3) 
1790.97(1.3) 
4491.63(2.5) 
22761.21 (10.2) 
25400.39(18.7) 
39556.80(11.1) 
Source: 
Compiled from the Annual Reports of LlC for 1990-91 to 2004-05. 
Figures in brackets are percentages to total investment in stock exchange. 
Lie's financial outflows as investments in 'Approved' and 'Other' 
securities falling under stock exchange operations are detailed in Table 
5.11. 
It is evident from the statistical data that investments by the 
Corporation in 'Approved' and 'Other' securities have not been 
substantial. Moreover, the funds deployed as investment in approved 
securities show a falling trend over the period 1990-91 to 2004-05 in a 
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Steady order. 'Approved' securities which constituted 14.7 percent of 
aggregate investments in 1990-91 whittled down to 0.7 percent in 2004-
05. Investments in 'Other' securities, however, show a steady but 
unsubstantial yearly increases during the corresponding period. From 
1.2 percent of the total investments in 1990-91, 'Other Securities' drew a 
blank from 1995, 1996, 1997. In 1997-98 was 0.4 percent investment in 
'Other' securities and exhibit a continuously growing trend in 
subsequent years rising to form 11.1 percent in the year 2004-05. On the 
whole. Lie's investments in 'Approved' and 'Other' securities have 
been quite nominal and hence, of not much significance. 
II. Loans 
As one of the important avenues of LIC's investments are loans 
which constitute the second largest investment outlet in the portfolio of 
Lie. These include the loans advanced by the LIC to various 
government authorities for developmental purposes, joint stock 
companies in the public and private sector, financial institutions and 
development banks, as well as loans advanced against mortgages and 
assurance policies to its own policyholders. While the former category 
of loans to state authorities and institutions contribute to the economic 
development and make addition to national assets, the latter to the 
policyholders against assurance contract cause dissavings in the 
economy if the loans are taken for consumption purposes. No doubt, 
such loans against policies do contribute to the interest income of the 
LIC. 
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Table- 5.12 
Loans Advanced by LIC 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Amount of Loans 
8895.14 
10790.26 
12374.63 
14580.94 
16114.45 
18085.46 
20487.26 
22862.03 
26109.72 
28925.49 
32155.37 
34914.20 
37734.53 
45398.64 
54238.62 
Growth %age of LIC 
-
21.30 
14.68 
17.83 
10.52 
12.23 
13.28 
11.59 
14.20 
10.78 
11.16 
8.57 
8.08 
20.31 
19.47 
Source: Annual Reports of LIC, 1990-91 to 2004-05. 
The aggregate loans sanctioned and channelized by the LIC in 
Indian economy are computed in Table 5.12 above. The figures 
contained in the table reflect a positive growth in the volume of loans 
provided by the LIC over the time period 1990-91 to 2004-05 of this 
study. The aggregate volume of loans extended by LIC amounted to Rs. 
8,859.14 crores in 1990-91. A regular and steady yearly increase in the 
amount of loans is clearly borne out from the values computed in the 
table. By the concluding year 2004-05 of this study, the volume of 
aggregate loans outflowing from the LIC had swelled to Rs. 54,238.62 
crores. Over the time period, the volume of loans registered more than 
six fold increase. Though the growth trend is fluctuating but, on an 
average, the LIC's aggregate volume of loans grew at an yearly rate of 
13.10 percent. 
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Loans for Social Welfare 
In view of the nature of its investible funds which comprise of the 
savings of the people the Corporation has been assigned certain social 
responsibilities. 
Financing the social welfare schemes and projects has been made 
a special obligation of the LIC under the IRDA regulations, investments 
in the social sector by the LIC cannot be less than 15 percent. 
It has been the coristant endeavour of the Corporation to extend 
financial assistance to as many social welfare schemes as possible and to 
channelize the savings mobilized for the social security and welfare of 
the people at large. To meet this end the Corporation has been 
promoting social welfare through socially oriented investments by way 
of loans, bonds and debentures. These investments help to bring 
improvement in basic amenities for the people like potable water, 
drainage, housing, electricity and transport. Improvement in these 
facilities contributes to the betterment of quality of life of the people. 
The group of social security schemes where the Corporation is 
mandated to make investment comprise of the following:io 
(i) Municipal and Zila Parishads for their water supply and sewage 
schemes. 
(ii) State government as part of assistance for their housing schemes. 
(iii) State level apex housing cooperative societies including LIC 
Finance Ltd. and HDFC Ltd. 
(iv) Individuals and Cooperative Societies for construction of 
houses/flats under LIC's own mortgage schemes. 
(v) National Housing Bank. 
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(vi) State Electricity Boards for electrification. 
(vii) State Road Transport Corporation. 
The above group of social security schemes, laid down for LIC to 
extend financial assistance upto 15% of its investible funds, has now 
been enlarged by the addition of following two more groups, viz. (i) 
Toddy Tapers, (ii) Power Loom Workers. 
The LIC has been making financial contribution to social welfare 
schemes and projects as detailed above by subscribing to bonds and 
debenture of organization dealing with the development projects, like 
State Electricity Boards, Development Banks, State Financial 
Corporation and by subscribing to other Government guaranteed 
marketable securities. 
The investment outflows from LIC by way of loans for social 
welfare and infrastructural development over the period of this study 
are computed in Table 5.13 below. 
Statistics in Table 5.13 exhibits that LIC's investment contribution 
to social welfare and infrastructural development have been from 
modest to substantial. The table presents, for brevity, five yearly data 
from 1990-91 to 1999-2000 and thereafter yearly data upto 2004-05. The 
investment outflows of the insurance funds in the sector have grown in 
volume steadily with minor and negligible fluctuations. The LIC 
allocated an investment of Rs. 1,750.44 crores for social well-being and 
infrastructure development in 1990-91. The allocation swelled to Rs. 
8470.36 crores over the course of one-and-a-half decade of this study 
ending by the year 2004-05. The investments in the infrastructure and 
social sector registered an increase of around five times during the 
corresponding period. 
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The recipient authorities of the loans belong to the core infrastructure 
sub-sectors of the economy. These include power, housing water supply 
and sewage, transport and industry. The loan funds being channelized 
by the LIC to the developmental activities of socio-infrastructure sector 
have been fluctuating according to the policy of the government of 
laying emphasis for the development of a particular sub-sector. For 
instance, the power sector had received largest amount of loans for its 
development in the years 1994-95, 2001-02 and 2002-03. During these 
years the volume of loans extended to power sector accounted for 39.3, 
35.6 and 32.5 percent respectively of the aggregate loans sanctioned by 
the LIC as exhibited by the computation of percentage distribution of 
loans extended for development activities presented in Table 5.14. 
Housing development has received substantial amount of loans 
throughout the period under study 1990-91 through 2004-05 except in 
the years 2003-04 and 2004-05. Investment flows to the housing sector 
have been around one-third of the total LIC's investments in 
infrastructure development activities during the years 1990-91,1994-95, 
2000-01 and 2002-03. Housing received the largest chunk of investment 
funds at 43.2 percent of the total LIC's outflows for developmental 
activities in 1999-2000 and still higher 60.5 percent in the year 1999-2000. 
Water supply and drainage receiving paltry sums upto 2002-03 
assumes significance in 2003-04 and 2004-05 when the loans sanctioned 
by the LIC to this sector accounted for 31.9 and 38.2 percent 
respectively. Loan funds flows to transport sector have been very 
nominal mostly ranging from 1 to 3 percent of the aggregate amount of 
loans extended by LIC except in the year 2000-03 when this 
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sector's share rose to 14.3 percent. But in subsequent years 2003-04 and 
2004-05, loan assistance to transport sector fell further to a negligible 0.2 
and 0.1 percent respectively of the total loan outflows from the LIC's 
investments for developmental and social welfare activities. Industrial 
development, whose share whittled down from 28.2 percent in 990-91 to 
8.5 percent in 2002-03 started picking up higher amounts of loan 
assistance in the year 2003-04 and 2004-05. The net financial outflows 
from LIC for the industrial development accounted for in the respective 
years 54.6 percent and 41.6 percent of the aggregate loans sanctioned by 
the LIC. 
Table-5.15 
Percentage Share of Loan Advanced for Social Welfare & 
Development Activities 
Year 
1990-91 
1994-95 
2000-0! 
2001-02 
2002-03 
2003-04 
2004-05 
Amount of Loans 
Advanced 
(Rs. In crore) 
1750.44 
2150.97 
3929.98 
3488.47 
2934.73 
3265.01 
7852.24 
Average %age 
As %age to total 
loans of LIC 
19.6 
13.3 
13.5 
10.8 
8.4 
8.7 
17.3 
13.4 
As %age to total 
Investment of LIC 
6.6 
3.8 
2.7 
3.5 
1.3 
1.2 
2.3 
2.9 
Source: Compiled from the Annual Reports of LIC 1991 to 205. 
In the overall investments of LIC as percentage to LIC's aggregate loans, 
the share of loans extended for socio-economic development has been 
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13.4 percent on an yearly average basis as the data in Table-5.15 
exhibits. 
As percentage to overall investments, assistant by way of loans 
for developmental activities has whittled down from 6.6 percent in 
1990-91 to 2.9 percent in 2004-05. 
Borrower-wise classification of Loans 
Different classes of borrowers are extended long and short-term 
loans by LIC. These borrowers include Central and State Governments, 
Banks and Financial Institutions, subsidiaries of the Corporation, joint 
stock corporate sector, and others. Loans are also granted to the 
policyholders against their assurance policies. Financial outflows by 
way of loans to different borrowers are presented in Table 4.16. It is 
borne out from the data of borrowers-wise classification that there has 
been noticeable shifts in the flow of credit from the Corporation to 
different borrowers over the time-span 1990-91 through 2004-05 of this 
study. Central and State governments had been the largest borrowers 
from 1990-91 to 2001-02. This denotes the phase of time when the 
Corporation functioned as a nationalized monopolistic institution in life 
business with a legally mandated investment framework heavily 
requiring flow of investible funds in safe securities of the central and 
state governments. 
Thus, on an average, half of the investible funds used to be lent to 
Central and State Governments from 1990-91 to 2004-05. Insurance 
Regulatory and Development Authority (IRDA) constituted by the 
Government of India while liberalizing the insurance sector in 2000-01, 
brought about change in legal framework which widened the avenues 
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of investment for the Corporation. As a result, borrowers preference 
underwent a change. Loans to Central and State Government dropped 
from 68 percent of the total volume of loans in 1990-91 to a paltry 5.9 
percent in 2002-03, 6.4 percent in 2003-04 and 9.6 percent in 2004-05. 
Banks and financial institutions which were getting loans of 3 to 5 
percent of the aggregate of the Corporation loans from 1990-91 to 2001-
02, had a reduced share of 0.3 percent in 202-03,1.1. percent in 2003-04 
and 0.2 percent in 2004-05. Loans to companies, however, maintain a 
fluctuating but constant trend of flow of loans ranging between 8 to 17 
percent over the period 1990-91 through 2004-05. Policyholders 
borrowing against assurance policies from the Corporation have been 
more or less second largest borrower as the loans granted to them range 
between 13 to 27 percent of the aggregate of loans extended by the 
Corporation to various classes of borrowers. Loans to 'others' which 
accounted for 3 to 6 percent of total loans upto 2001-02 have become the 
largest borrowers since 2002-03. 'Other' borrowers are recipient of loans 
which constitute 63.1 percent of the total loans in 2002-03, 53.1 percent 
in 2003-04 and 44.5 percent in 2004-05. Thus, the shift is quite viable as 
the loans to Central and State Governments have declined and loans to 
'others' borrowers and policyholders have increased. 
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III. Special Deposits with Central Government 
Outflows of insurance funds in the form of Special Deposits with 
Central government is amongst one of the income earning avenue for 
the Corporation. Deposits carry security of investment and produce a 
fixed return for the Corporation an affected by the market condition. At 
the same time policyholders confidence gets strengthened by such 
deposits with the government which carry the element of strong safety 
and guaranteed return. However, these deposits during rising prices 
and inflationary condition deprive the investor of earning higher 
income since the deposits have lock in period and a pre-determined rate 
of interest during the long term of contract. 
The yearly deposits made by the Corporation with Central Govt, 
are computed and present below in Table 5.17. 
Table- 5.17 
Lie's Investment as Special Deposits with Central Government 
(Rs. in crore) 
Year Amount Growth (+)/(-) 
1990-91 
1991-92 
19992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
1483.41 
1503.24 
1628.41 
1698.44 
1839.41 
1970.40 
2140.41 
2380.41 
2192.00 
2042.00 
1862.00 
1682.00 
1482.00 
1282.00 
-
-
1.35 
8.3! 
4.39 
8.30 
7.12 
8.62 
11.21 
-7.82 
-6.84 
-8.81 
-9.66 
-11.89 
-13.49 
-
Source: Annual Reports of LIC- 1991-2005. 
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The statistics worked out in the above table brings to fore the 
declining role of special deposits with Central Government as an 
investment avenue for the LIC. In the initial years of this study from 
1990-91 to 1997-98, there has been a fluctuating trend in growth rate of 
the special deposits. The highest growth rate registered by these 
deposits has been 11.21 percent in 1997-98 over the previous year's 8.62 
percent. From 1998-99 onward, the growth rate of Special Deposits is 
negative. Investment allocation in the form of Special Deposits went on 
declining each year after 1998-99 so much so that there were no Special 
Deposits made by the Corporation in 2004-05. The preference of the 
Corporation for investment assets shifted to 'Other Securities' and the 
investment diversion was made. 
IV. Other Investments 
The charmel of 'other investments' of LIC is governed by the 
'Exposure Norms' and 'Prudential Norms'. Included under 'Other 
Investments' are investments in immovable property, investment in 
equity including preference shares, investment in equity convertible part 
of debentures, etc. In order to ensure transparency in such investments, 
the exposure and 'prudential' norms apply under which full and detailed 
disclosure of such investments are required. 
Funds deployed by LIC under 'Other Investments' are presented 
below in Table-5.18 for the period of this study from 1990-91 to 2004-05 
in the following table. 
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Table 5.18 
Lie's 'Other Investments' 
(Rs. in crore) 
Year 
1990-91 
1991-92 
19992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
Amount of 
Investment 
261.31 
294.96 
362.19 
463.47 
628.36 
801.26 
771.75 
758.38 
Growth 
(+)/(-) 
-
13.01 
23.19 
27.90 
35.63 
27.54 
-3.74 
-1.68 
Year 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Amount of 
Investment 
920.01 
906.32 
891.45 
2696.65 
2700.44 
2608.39 
2982.64 
Growth 
(+)/(-) 
21.3 
-1.52 
-1.65 
202.58 
0.14 
-3.40 
14.34 
Source: Compiled from LlC's Annual Reports 1991 to 2005. 
The data in the above Table 5.18 reveals that there has been 
positive increments in growth of funds invested under 'Other 
Investments' in absolute money terms in the initial years upto 1995-96. 
From Rs. 261.31 crores allocated to securities under 'Other Investments', 
the investments rose to Rs. 801.26 crores in 1995-96. Thereafter, a 
fluctuating negative trend is recorded in these investments till 2000-01 
except in the year 1998-99 when the growth was positive of 21.3 percent 
over the previous year. From 2001-02, under the impact of Insurance 
Regulatory and Development Authority's amended norms which 
upped the percentage limit of investments under 'Other Investments', a 
sudden spurt is noticeable in LlC's deployment of funds for 'Other 
Investments' from 2001-02 and onwards. The growth rate in 2001-02 
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registered by 'Other Investments' has been 202.58 percent over the 
previous year of -1.65 percent in 2000-01. In subsequent years, the 
'Other Investments' record a positive growth rate except in the year 
2003-04 when the investments dropped by -3.4 percent over the 
previous year. The growth trend projections point to further increments 
in the investments of securities falling under.'Other Investments'. 
Emerging Pattern of LIC's Investments 
The investment decisions of the Life Insurance Corporation are 
different from other industries in certain respects. Unlike in other 
sectors, the LIC in making investments cannot have the sole objective of 
securing maximum return. LIC being a life insurer has to decide 
between having sufficient funds that are relatively liquid to settle claims 
and placing such funds in long term investments for higher returns. 
Alongside the return and liquidity, the nature of LIC's liability 
characteristics demand that the investments of premium funds should 
ensure security attribute too. Therefore, quality, security and 
marketability of investments have to be borne in mind by the LIC with a 
view to combining as well as maximizing the return on investments 
with security and liquidity. 
Insurance is the business of generating liabilities which must be 
matched by investments in assets. The LIC has, therefore, to take into 
account the anticipating payout patterns and liabilities. Assets 
composition of LIC represents the asset mix that bears securities of fixed 
income in nature, highly liquid and safe but not speculative. 
The Corporation also has to follow a legally mandated 
framework of investment laying down avenues of investments for the 
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Corporation as well as specifying the quantum of investment in each 
investment outlet. Assets allocation involves decisions by the LIC in 
respect of mandatory investments, free investments, portfolio 
management such as equity / bonds / debentures / short-term loans 
and considerations of social commitments, returns and yields, deals on 
stock exchanges, liquidity strategy and utilization of funds for short and 
long-term returns. 
The above requirements for investment, in effect, lay down a 
tether of operation within which the LIC designs its pattern of 
investment. Table 5.19 exhibits the overall pattern of investment of LIC 
during the period of the study 1990-91 through 2004-05. 
The Table 5.19 reflects the main components of investment of 
Lie's funds. Included in them are loans, stock exchange securities, 
special deposits with Central Government and 'Other' investments. The 
pattern includes 'geographical', element also as the investments are 
split into 'within India' and 'out of India'. 
Emerging from the pattern are the two distinct investments 
outlets standing out, viz. 'Stock Exchange Securities' and 'Loans'. The 
former denotes overwhelming preference of the LIC for investment of 
life funds while the latter occupies the second important place in the 
investment pattern of LIC. 
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Investment Pattern of LIC 
Table 5.20 presents the percentage distribution indicating the 
share of each component of investment in the investment portfolio 
structure of the LIC. The table highlights that investment in Stock 
Exchange Securities ranges between 60 to more than 85% of the total 
investment outflows of the LIC. A deep insight into the break up of the 
stock exchange securities in Table 5.9 reveals that the Govt, of India, 
State Government securities. Govt, guaranteed bonds of Treasury Bills 
occupy a dominant position in the stock exchange investment 
operations of the Corporation. These securities account for more than 70 
percent of the total investment in stock exchange securities. 
Shares and debentures of joint stock companies are the second 
preference under stock exchange securities. The LIC has been deploying 
around 20 to 25 percent of its aggregate investments in the corporate 
securities. These two classes of investments viz. central and state 
government securities, guaranteed bonds, treasury bills as well as 
shares and debentures of joint stock company together share around 
90% of the total investments of LIC in stock exchange securities. The 
remaining investments are allocated to 'Approved Securities' and 
'Other Securities', under Stock Exchange operation. 
Loans form the second important component in the investment 
pattern of the LIC. Investments by way of loans accounted for about 
one-third of the total investments (Table-5.11) of LIC till 1993-94. But 
loans, as an investments outlet for LIC, are reducing in their percentage 
share in the total investments pattern of the Corporation. The drop in 
the percentage share of loans sanctioned by LIC is regular and steady 
from 1992-93 through 2004-05. 
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The magnitude of investments in loans was 32.5 percent of 
aggregate LICs investments which whittled down constantly each year 
to come to a low of 13.1 percent by the concluding year of this study 
2004-05. The loss in the percentage share of loans is the corresponding 
gain in the percentage share of investments in stock exchange securities 
(Table 5.9). In absolute money terms, however, the investment outflows 
of loans have grown more than eighteen times at an average yearly 
growth rate of 16 percent (Table 5.11). 
The legal framework mandates investment by the Corporation for 
social welfare and infrastructural development activities. The 
Corporation also advances loans for these activities. Such loans 
constitute, on an average, 13.4 percent of total loans and account for 2.9 
percent of total investments of the Corporation as is borne out from 
Table 5.14. The break up of these loans reveals that the LIC extends such 
loans for the development of power, Housing, water supply, transport 
and industrial development projects. The share of each of these 
activities in getting loan assistance is determined by the emphasis the 
government lays on a particular activity considering the demand of the 
economy. Accordingly every activity has enjoyed largest share of loans 
for LIC for certain years during the time-span 1990-91 through 2004-05. 
Special Deposits with Central Government form the third largest 
investment outlet in the LICs pattern of Investment (Table 5.18). These 
deposits which accounted for around 5% of total LIC investments in 
1990-91 (Table 5.20) show a whittling down trend each year so much so 
that their share in total investments shrank to 0.4 percent in 2003-04 and 
came to a naught in 2004-05. 
'Other Investments' have been of the order of around one percent 
and less throughout the period of study except in the year 1991-92 when 
they accounted for 5 percent of the aggregate investments in the 
Investment Structure of the LIC. 
Conclusion 
The foregoing study concludes that the LIC's pattern of 
investment is deeply influenced by the liability characteristics and the 
legal framework mandating the direction of investment as well as the 
quantum of investment. At the same time the character of LIC itself 
being of a financial intermediary between the savers and investor, it 
carries an obligation to deploy the accumulated funds for the social 
welfare and development of various sectors of the economy particularly 
the infrastructure and emerging private sector in the wake of economic 
reforms. The Corporation, therefore, has to design a structure which 
satisfies its obligation towards the policyholders whose premium 
money the Corporation holds as trust money requiring utmost safety as 
well as liquidity and return. The corporation has also to redeem its 
obligation towards the society of financing the social welfare activities 
and infrastructure programmes of the nation as well as to finance the 
industrial development now assigned to private sector. The investment 
structure of the Corporation, therefore, is to be a blend that combines 
the securities of conflicting characteristics in order to ensure security of 
investment with high return and adequate liquidity while remaining 
within the confines of legal circumscriptions for investment at the same 
time. The pattern of investment, thus, exhibits the dominance of 
government securities, government guaranteed bonds and treasury bills 
which comprise the stock exchange securities in the portfolio structure 
of the Corporation. Around 70% of the total investments are made in 
the govt, and public sector securities. Investments in share and 
debentures of companies account for around 10 to 15% of total 
investments. 
Loans occupy the second important place in the investment 
structure. In absolute monetary terms, the loans have registered a 
growth of around 600 percent, 1990-91 through 2004-05. Long term 
loans dominate the lending operation as the liability characteristics of 
insurance contract being of longer duration allows them. In discharge of 
its mandated social obligations, the Corporation has been extending 
loan assistance for social welfare schemes and infrastructural 
development. 
The stock exchange securities and the loans together account for 
around 90 percent of the total investments of the Corporation. 
Deposits with Central Government have now become extinct in 
the investment structure after being an avenue of investment for the 
Corporation for a number of years. The 'Other Investments' absorb the 
rest of the investible funds of the Corporation. 
The next chapter presents the conclusion of this study based on 
the critical examination, analysis and interpretation of the data in this 
work. Comments and suggestion are also made in the next chapter in 
respect of the investment pattern of the life insurance Corporation of 
India. 
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CHAPTER - 6 
CONCLUSION AND SUGGESTIONS 
The evolution of insurance business in India and its development 
into present form has a long historical background. In an organized 
form the life insurance business in India started in 19*^  century. It came 
to India from England in the year 1818. The Oriental Life Insurance 
Company started by the Europeans in Calcutta was the first life 
insurance company on Indian soil. In the beginning, the number of life 
insurance companies was small and the scales of operation were also 
very limited. All insurance companies were European undertakings. 
The very first policy on Indian life was issued in 1845. 
Indians entered into business of life insurance very late. The 
Bombay Mutual Life Insurance Society was the first Indian insurance 
venture formed in 1871. But people lacked confidence in private life 
insurers and were reluctant to handover their savings by way of 
premium to them. The Government of India rose to the occasion and 
entered the life insurance business. The first government organization 
called 'Oriental Government Life Insurance Co.' was established in 
1873. As a result the insurance business in India got a flip and a number 
of other Indian companies came on the insurance map of India. 
The first Indian Insurance Act was passed in 1912 to regulate the 
insurance business and to administer the life funds. However, the 
eruption of world war sent many Indian Insurance enterprises into 
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spinning and the common man suffered heavily due to insolvency and 
closure of insurance comparues. 
The second Insurance Act was passed in 1938 to bring about 
stability in insurance business by overcoming the weaknesses of the 
first Act. By now the Indian insurance companies had gained 
experience and expertise and there occurred expansion of the insurance 
sector. 
In 1951, when India embarked upon the planned economic 
development of the country and launched the first five year plan the 
country required substantial funds to finance the development projects. 
The capital formation was, however, in the hands of numerous 
insurance companies operating in the country. There were as many as 
256 private insurance companies in India operating in the year 1956. 
The public funds were in the hands of private enterprises. Public 
confidence was shattered because of their malpractices, embezzlements 
and closures. The Govt, of India, therefore decided to nationalize the 
insurance business. 
Life Insurance Corporation came into existence in 1956 in the 
wake of Government decision to nationalize the insurance business. The 
scattered capital formation got centralized through LIC. The 
government have easy access to the funds and to channelise them for 
developmental activities. At the same time, the government was to 
provide protection to the policyholders funds requiring safety and 
return on their investments in life insurance policies. Thus started the 
new era in the history of life insurance in India. 
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The Lie functioned in an environment of protective market as a 
monopolist organization of a monolithic character. The LIC branched 
out itself with a reach to the rural sector and expanded the insurance 
network in the length and breadth of the country. The Corporation also 
designed a variety of products suiting the requirements of the different 
buyers. Its products are mainly classified into five broad groups, viz. 
the endowment contracts. Money Back Contracts, Armuity Contracts 
and Term Insurance Contracts. 
Insurance penetration in India improved as a result of the 
vigorous drive by the LIC to spread insurance awareness in the masses 
through aggressive advertisement efforts and by extending its reach 
through branch expansion to the rural and remote areas of the country. 
Measured by the insurance premia contribution to the Gross Domestic 
Product of India, the insurance penetration increased from 1.93 percent 
in 1990-91 to 2.53 percent in 2004-05. Likewise the insurance density in 
India measured in terms of per capita premium paid improved from 6.1 
US dollar in 1990-91 to $ 18.3 in 2004-05. Yet the insurance density and 
penetration in India do not compare well with international standards 
which exhibit high rate of penetration and density in insurance sector. 
For instance, British nation's premia funds, on an average, accounted 
for one-tenth of its GDP during the period 1991 through 2005. Likewise, 
the insurance penetration comparison reveal that per capita premium 
paid in South Africa is US $ 558.3 as compared to India's $ 18.3 only. 
This is indicative of the fact that India offers a huge scope and 
unexploited areas for life insurers for development and expansion of 
insurance business. The real scope for it lies in the semi-urban and rural 
areas of the country. 
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The savings potential in Indian economy is tremendous as is 
exhibited from the study. Higher the capacity to save of a nation, higher 
shall be the potential opportunities and conducive condition for the 
insurance sector to grow. The greater the insurance companies are able 
to mobilize the savings, the bigger shall be the volume of capital 
formation. 
The growth of savings as analyzed in the study shows that the 
volume of savings in India multiplied more than six-fold during the 
time space of this study. From Rs. 11073 crores in 1990-91, savings rose 
to Rs. 6,87,079 crores in 2004-05. Household sector has been the largest 
contributor to Gross Domestic Savings. Its share accounts for 80 to 90 
percent in the formation of GDS. 
While the overall growth of savings of household sector has been 
on an yearly basis, 13.3 percent during the period of study, the savings 
in the iorm of life insurance funds of this sector have, however, grown 
only 5 percent on an yearly average. The savings potential of Indian 
economy indicates that life insurance has opportunities of tremendous 
growth. Huge savings can be channelized through insurance sector for 
socio-economic development of the country. 
Inflows of premium income that build the pool of investible 
funds of the LIC have been analyzed in two phases. First phase relates 
to the period when LIC functioned as the only life insurance 
Corporation in the country. The Corporation had a monopolistic 
character and enjoyed a protected market of life insurance in India. 
Although this phase started from LlC's nationalization in 1956 till the 
Government of India, in the wake of process of economic reform. 
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liberalized the economy and opened the insurance sector for private 
participation in 2000-01. The first phase under this study thus 
encompasses the time period from 1990-91 to 2000-01 during which the 
Lie conducted life insurance business in a protective business 
environment as the only organization forming the life insurance 
industry in India. The second phase relates to the period 2001-02 to 
2004-05 of this study. During this period, India's insurance sector 
comprised of LIC as a public sector life insurance organization and 
several other private life insurance companies. The LIC in this second 
phase, in fact, was pitted against private life insurers in an open market 
competition in life insurance business. 
The study finds that the inflows of funds to the LIC takes place 
through following Insurance Plans marketed by the Corporation. 
1. Individual Insurance: (i) In India (ii) Out of India 
2. Group Insurance: (i) Insurance schemes (ii) Superarmuation schemes 
3. General Annuity 
4. Pension Plans 
5. Unit Linked Plans 
The LIC has a wide variety of products to offer under the above 
insurance plans. At present the Corporation's product range includes 60 
products. This number, however, keeps moving up and down as the 
Corporation withdraws certain products from the insurance market 
after sometime as well as introduces some products again with certain 
innovation in features which count as new. 
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The study reveals that 'Individual Assurance' business 
constitutes the single largest source of premium income to LIC. 
Individual Assurance premium ir\flows are from the 'New Business' as 
well as from 'Existing Business'. The sums assured under the New 
Business grew more than six-fold, soaring from Rs. 28,139.07 crores to 
Rs. 1,79,487.39 crores during the time space 1990-91 to 2004-05. The 
premium inflows from this 'New Business' of individual assurance rose 
from Rs. 1,526 crores to Rs. 11,224.19 crores during the corresponding 
period, registering a growth of more than seven times in the premium 
income of the LIC in India. The New Business Individual Assurance 
transacted out of India grew four-fold in the aggregate sum assured and 
the premium income flows rose more than 600 percent from Rs. 4.21 
crores in 1990-91 to Rs. 26.50 crores in 2004-05. When consolidated, the 
aggregate funds flows from 'Individual Assurance' both in and out of 
India reveal a positive, steady and regular annual growth over the 
period 1990-91 through 2004-05. The growth in premium income has 
been more than fourteen times rising from Rs. 4,799.31 crores to Rs. 
68,838.15 crores during the corresponding period. 
Inflows of funds from Group Insurance and superannuation 
schemes occupy the second place in the sources of income of the LIC. 
The data exhibits that the total group insurance pren\ium income which 
was Rs. 544.28 crores in 1990-91 increased to Rs. 7743.32 crores by the 
concluding year 2004-05 of this study, registering more than fourteen 
times increase over the corresponding period. 
The income contribution of the Annuity, Pension and Unit Linked 
Plans has been varying in quantum and almost nominal in amount. 
These plans have been lately introduced for the benefit of people, 
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particularly the employees, after the reforms in employment policy of 
government and other employers to do away with the social security 
benefits of the employees, most importantly the old age post-retirement 
pensions. The General Annuity Schemes could not progress well and 
exhibit a declining trend in their contribution to the income of the LIC. 
Income inflow from General Annuity Schemes dropped from Rs. 
1893.05 crores in 2002-03 to only Rs. 89.01 crores in 2004-05. Pension 
Plans, however, show a nominal growth. Their contribution to LIC's 
income inflows rose from Rs. 1056.88 crores in 2002-03 to Rs. 1617.05 
crores in 2004-05. The linked insurance schemes netted Rs. 187.88 crores 
in 2004-05 as against Rs. 2.41 crores in 2002-03 making a nominal 
contribution to the financial inflows of the LIC. 
Aggregating the funds inflows to LIC from all the charmels of 
premium income, the study reveals that they have registered a 
tremendous growth during the period of the study, 1990-91 through 
2004-05. The total premium funds pooled by LIC show a growth of 
more than thirteen-fold during the corresponding period. The pool of 
LIC's premium funds swelled from Rs. 8517.98 crores in 1990-91 to Rs. 
112346.21 crores in 2004-05. A deep insight into the break up of this pool 
of fund shows that the aggregate premium income of the LIC arises 
mainly from two broad insurance plans, viz. Non-linked business and 
Linked business. The non-linked insurance business comprises firstly of 
'individual assurance' under which the premium income emanates 
from 'New Business', 'Existing Business' and 'Single Premium' and 
considerations for Annuities Granted. This contributes, on an average, 
56% of the total premium income from all sources of LIC. The second 
component of Non-Linked business is the Individual Pension Scheme, 
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under which premium income arises from first year premium. Renewal 
Premium and 'Consideration for Armuities Granted'. Its share of 
contribution to the aggregate premium fund of LIC, on an average, is 
around one percent per annum over the period under study. The final 
component of Non-Linked business is the 'Group Schemes' under 
which the funds flow to the LIC by way of 'Group Insurance Premium' 
and 'Group Superannuation Premium'. This makes, on an average, a 
contribution of around 6 percent aimually to the aggregate premium 
funds flow of the LIC. Adding up the total contribution of Non-linked 
business, it accounts for, on an annual average basis, around 65% or 
one-third of the Aggregate annual premium income of the LIC. 
The Linked Insurance business plans consist of Non-Unit 
premium and Unit capital premium. These linked insurance plans make 
a contribution of 1.11 percent annually to the premium income funds of 
the LIC. 
Income from 'Investments' is second important source of 
financial inflows to the LIC. The contribution of 'income from 
investments' is more than 33 percent or one-third of the aggregate 
income of the LIC. Miscellaneous income adds around 1.5 percent 
annually to the LIC's aggregate annual income from all sources. 
Impact of opening up the insurance sector to private participation 
in 2000-01 is prominently highlighted by the study. There has occurred 
a paradigm change in the character of insurance sector as well as on the 
operation and business of the LIC. The Corporation which had enjoyed 
a monopoly and protective market in life insurance came to be pitted 
against competition from private sector insurance companies, most of 
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whom have been operating in collaboration with giant multi-national 
organization of repute world over. With their attractive life products for 
individuals and groups, beneficial pension and annuity plans for 
employers and the employees, and better efficient services as well as 
customer care the private insurance companies made a deep dent in the 
life insurance business of the LlC. 
The study reveals that LIC came under two-pronged impact in 
consequence of the liberalization and privatization of the insurance 
sector. The first impact is noticed on the quantum of annual premium 
funds and the second is observed on the market share of the LIC. 
The annual growth of LIC aggregate annual premium funds 
inflows, though still remaining biggest in volume, have started 
registering a positive but downward trend from 2001-02 onwards. 
Statistics relating to premium underwritten (Table 4.16 ) by life insurers 
in the post privatization era, exhibits the whittling down of LIC's 
premium funds from 39 percent to 28.65 percent to 25.69 percent and 
further down to 24.92 percent in 2001-02, 2002-03, 2003-04 and 2004-05 
respectively. As against this, the quantum of premium funds of private 
sector life insurance companies shows tremendous progress from 1 
percent in 2001-02 to 1.73 percent in 2002-03, to 3.68 percent in 2003-04 
and further to 6.7 percent in 2004-05 of the total premiums underwritten 
in insurance sector in India during these years. Likewise, the LIC's 
funds inflows coming from 'Renewal Premium' dropped from around 
69 percent each in 2002-03and 2003-04 to 65.74 percent in 2004-05, 
whereas those of the private insurance companies rose from less than 
one percent in 2001-02 and 2002-03 to 2.61 percent in 2004-05 in relation 
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to aggregate amount of 'Renewal Premiums' in the insurance industry 
during the respective years. 
In aggregate terms, out of the total premium generated from 
business, both new and existing, in the insurance industry of India, LIC 
fetched 99 percent in 2001-02 which dropped significantly to just 91 
percent in 2004-05, under the impact of opening up the insurance 
market to private participation. As against this, the premium income 
pocketed by private insurers rose from one percent in 2001-02 to 9 
percent in 2004-05 (Table 4.16). 
Market share of LIC which got adversely affected represents the 
second important impact of the privatization of the insurance sector 
from 2001-02. The private insurance companies in the very first year of 
their entry in 2001-02 into the insurance market claimed a market share 
of 1.35 percent reducing the LIC's market share from 100 percent in the 
previous years to 98.65 percent. In the years 2002-03 and 2003-04, the 
LIC's market share further fell and that of the private insurers grew 
steadily. By the end of the concluding year of the study 2004-05 LIC's 
market share in the procurement of new business had come down to 
73.41 percent, and that of the private insurance companies had gone up 
to 26.59 percent. 
Investments of the LIC, the study finds, have deep influence of 
the liability characteristics of the Corporation and the legal framework 
laid down by the government through the Insurance Regulatory and 
Development Authority (IRDA) of India. The legal framework 
prescribes the quantum and direction of the investments while the 
nature of liabilities condition certain requirements for investments. 
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Thus, an investment tether emerges from these stipulation within which 
the Corporation allocates its investible funds. 
The nature and characteristics of LIC's liability impose certain 
obligation since the Corporation being a primary financial institution 
holds the saving of the people called the premium money in fiduciary 
capacity. When savings are entrusted to financial institutions, the 
institutionalized saving assume certain characteristics which they had 
not possessed while in the hands of the saver. Unlike the savings in 
individual hands which are small and not investible the savings pooled 
by the financial institution becoming huge in amount and can now be 
invested. The LIC's premium accumulations, therefore, develop the 
investible characteristics. Again, the institutionalized funds belong to 
the people and impose an obligation on the institution to invest them 
for the general welfare of the people and socio-economic development. 
Investible funds of the LIC, therefore, develop social characteristics also. 
Thirdly, the institutionalized premium funds of the LIC held as trust 
money are repayable with accretion of profits on maturity or happening 
of the insured event. The Corporation owes the obligation to take due 
care of their safety, adequate return and timely liquidity in order to be 
able to meet the claims of the policyholders. 
Liability characteristics, thus, impose the obligation upon insurers 
to invest the funds prudently with the objectives of maximizing yield 
with security and liquidity. In this sense the investment decision in the 
insurance sector is not entirely a matter of choice only of the investor. 
Since the policyholders entrust their money to the LIC in good faith on 
a long term contractual basis with the trust that they would be secure 
with the Corporation, the safety, return and liquidity of investments 
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assumes greater importance. The goverr\mer\t, therefore, insists on a 
clear and transparent policy for investment. In order to ensure it, the 
govenunent has laid down detailed regulation for investment of LIC's 
funds, stipulating quantum and direction for investments. 
Legal framework for investment of LIC's funds, thus, mandated 
investments of LIC's funds, before opening of the insurance sector, in 
(1) Govt, securities to the extent of 25%; (ii) other approved securities 
including (i) above, not less than 30%, (ii) Approved Investments which 
included (a) Irtfrastructure and social sector - 15% and (b) others 
governed by exposure/ prudential norms - 20% and (iv) other than 
approved investments by exposure norms -15%. 
Insurance Regulatory & Development Authority (IRDA) 
constituted at the time of opening up the sector for private 
participation, modified the mandated investment framework for all 
companies in the life insurance sector including the LIC. Stipulations of 
IRDA require investment of life funds in (i) Govt. Securities - 25%; (ii) 
Govt. Securities or other approved securities included in (i) above - not 
less than 50%; (iii) Approved investments in (a) Infrastructure and 
Social Sector - not less than 15% and (b) 'others' governed by exposure 
norms - not exceeding 35%). 
Though the IRDA regulations, more or less, followed the earlier 
pattern, but there is a striking exception that the quantum of investment 
in government securities has been reduced to a significant extent. The 
LIC and other private life insurance companies have now somewhat 
greater freedom and higher flexibility to make their investments, of 
course, within certain parameters of legal framework. 
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The analysis made in this shady of the LIC's investments reveals 
that the volume of LIC's investments has undergone a tremendous 
growth during the time space 1990-91 through 2004-05 of the study. 
LIC's investments which aggregated Rs. 26472.76 crores in 1990-91 
increased to Rs. 4,13,80.95 crores in 2004-05. The growth of investments 
works out around sixteen fold over the corresponding time space. The 
break up of these investment into 'Domestic' and 'foreign' exhibits that 
the former constitute upward of 99 percent while the latter account for 
even less than one percent of the aggregate investments. Sector wise 
allocations of LIC's investments shows that most preferred is the public 
sector for investment by the LIC. Investments in public sector account 
for more than 80 percent of total investments. Private sector allocations 
range between 11 to 17 percent, those of cooperative sector 1 to 5 
percent and in the joint sector investments are less than one percent. 
Distribution of LIC's investments, the study finds, is limited in 
diversification. An insight into the LIC's investment portfolio reveals 
that the LIC's avenues of investment are within four broad groups. 
Included in these groups are first, the stock exchange securities; second, 
the 'Loans', third Special Deposits with Central Government, and fourth 
'Other Investments'. The investments falling under the last group are 
subject to 'Exposure' and 'Prudential' norms as laid down by IRDA. 
'Stock Exchange Securities' occupy predominant position in the 
investment portfolio of the LIC. Such securities are preferred as satisfy 
the mandated requirements as well as LIC's investment objective of 
combining safety with yield and liquidity. Prominent among Stock 
Exchange Securities are Central and State Government securities, 
government guaranteed bonds, 'approved securities', and 'other 
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securities' of infrastructure and social sector, shares and debenture of 
public companies. 
Aggregate investments of LIC in stock exchange securities 
multiplied more than 22 times over the period 1990-91 through 2004-05. 
From Rs. 15707.62 crores in 1990-91, the funds invested in stock 
exchange securities rose to Rs. 3,55,635 crores in 2004-05 at an average 
armual growth rate of 24 percent. 
Amongst the components of stock exchange securities, the 
Corporation has deployed largest funds in acquiring central and state 
government securities including government guaranteed bonds and 
Treasury Bills. Investments in these securities ranged between 66 to 
more than 73 percent of the Corporation total stock exchange 
investments. 
Shares and debentures of companies occupy second place in stock 
exchange investments of the Corporation. Investment in the scrips of 
companies ranges between 17 to 25 percent of the total stock exchange 
investn\ents of the LIC. Clssification of LIC's investments in scrips of 
joint stock companies, however, reveal a significant shift in the 
preferences of LIC. The debentures were the preferred scrips for 
investment and accounted form 95.5 percent of the total investments of 
the Corporation in joint stock companies in 1991. Their share continued 
to range between 80 and 90 percent till 2002-03. With the opening up of 
the insurance sector to private participation and modifying the 
mandated framework giving more freedom for investment to life 
insurers in 2000-01, the preference of the Corporation makes a shift 
towards equity shares of joint stock companies. Investments in 
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debentures dropped from 98.1 percent in 2002-03 to 42.4 percent in 
2003-04 and further to 31.9 percent in 2004-05 of total investments in 
joint stock companies. Correspondingly, investments in equity shares 
increased from 1.9 percent in 2002-03 to 57.6 percent in 2003-04 and 
further to 68.1 percent in 2004-05. Preference shares draw a blank from 
1995-96 onward and show lack of preference for investment by LIC. 
Approved securities rank third and investment in them exhibit a 
declining trend. From 14.7 percent of total stock exchange investments 
in 'Approved Securities' in 1991, the funds deployed by the Corporation 
dropped steadily to just 0.7 percent by the year 2004-05. 'Other 
securities' where the IRDA has given a bit freedom of investments 
subject to exposure/ prudential norms, the investment of the 
Corporation are on the rise. From an annual average of one percent of 
total stock exchange investments from 1990-91 to 2001-02, investments 
in 'other securities' grew to 10.2 percent in 2002-03 and further to 18.7 
percent in 2003-04 but dropped to 11.1 percent in 2004-05. 
The study finds that government securities have distinct 
characteristics that suit the LIC as an investor. Maturity pattern of 
government securities presents a special feature to LIC. Though 
government securities carry contractual maturity period, yet some of 
the issues have 'call option' for retirement at the option of Treasury. Yet 
other government issues give prior retirement option to the investor. 
Thus, in addition to safety feature, liquidity feature is also present in 
government securities. Moreover, government securities share stability 
in price since the Reserve Bank of India controls price movement to 
maintain stability. These characteristics make government securities 
preferable to LIC. 
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Loans, the study finds, occupy the second most important avenue 
for investment of insurance funds by the LIC. The Corporation 
advances loans to various government authorities for developmental 
activities. Loans are also advanced against mortgages and assurance 
policies to the policyholders. 
Aggregate loans sanctioned by LIC grew six-fold over the course 
1990-91 through 2004-05 at an yearly growth rate of 13.10 percent. An 
insight into the loans made by the study reveals that LIC under 
mandated investment also advances loans for social welfare and 
infrastructural development. Included in this segment are loans for 
development of electricity, housing, water supply and sewage, 
transport and industrial development. The LIC allocated in 1990-91 
loans of Rs. 1750.44 crores out of its total loans amounting to Rs. 8895.14 
crores which work out to 19.75 percent for the social welfare and 
infrastructural activities. In absolute money terms, volume of loans for 
socio-economic development though swelled more than six-times, 1990-
91 through 2004-05, but as percentage to total loans advanced by LIC 
accounted for 13.4 percent on an yearly average basis. 
Borrower-wise classification of loans analysed in the study 
exhibits that around half of the total investible life funds used to be lent 
by the Corporation to the Central and State Governments during the 
years 1991 to 2001-02. However, with the modification in legal 
framework brought about by IRDA the borrower-wise complexion of 
loans changed. Loans to Central and State Government dropped 
drastically and ranged within 5 to 9 percent of total loans outflowing 
from LIC. Share of companies and of policyholders borrowing against 
policies increased. Significant upward percentage change is noticeable 
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on loans of 'other' category which increased from 3.8 percent in 2001-02 
to 63 percent within subsequent years in 2002-03 but dropped to 44.3 
percent in 2004-05. Companies also gained from the drop in the loans to 
Central and State Government and their share in LIC loans increased 
from just 2.3 percent in 2002-03 to 17.9 percent in 2004-05. 
'Special Deposits with Central Government' have been an 
investment that combine safety and liquidity. But the return which is 
inverse to the safety is less on these deposits compared with stock 
exchange corporate securities. But return is an important factor in life 
insurance business. The ability of a life office to conduct its business on 
a solvent basis depends, apart from other factors, on its ability to make 
investments and keep them invested at a rate of interest not less than 
that on which premiums are based. Investment in 'special deposits with 
central government not measuring to the requirements of life business 
is, therefore, losing preference of the LIC. The volume of funds 
deployed in 'special deposits' show a whittling down negative growth 
from 1990-91 so much so that ultimately they came to a naught and no 
funds were placed in special deposits in 2004-05. 
'Other Investments' of LIC have been nominal in absolute money 
terms. Total 'other investments' in 1990-91 were of an amount of Rs. 
261.31 crores out of an aggregate investment of Rs. 26,472.76 crores or 
0.9 percent. Their growth has been slow, fluctuating and at times 
negative over the course of the study 1991-2005. 'Other Investments' 
stood at Rs. 2982 crores in 2004-05, registering a growth of eleven-fold 
over the period of 15 years of the study. These investments are subject 
to Exposure / Prudential norms. 
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Findings Summarized 
Hi Emerging pattern of LIC investments consolidated and analysed 
in this study (Table 5.19) bears out clearly that the pattern has deep 
imprint of the legal framework and liability characteristics of the 
Corporation. Risky, speculative but high yield securities volatile to 
market conditions are excluded from investments. The study finds that 
the Corporation operates v^^ ithin the tether set by 'prescriptive' 
investment model and does not indulge in investments that may allow 
it to take advantage of market conditions and risk the funds of policy 
holders which it holds in fiduciary capacity. 
Hz The investment pattern brings to fore that there is preponderance 
of government securities including government guaranteed bonds and 
Treasury Bills in the aggregate investments made by the Corporation in 
Stock Exchange Securities. Investments in the Stock Exchange Securities 
have surged steadily and regularly, both in quantum and percentage 
share in aggregate LIC's investments over the time space of this study 
1990-91 through 2004-05. In absolute monetary terms, investments in 
stock exchange securities soared more than 22 times and their 
percentage share in total investments quite steadily enhanced on yearly 
basis from 59.3 percent in 1990-91 to 85.9 percent in 2004-05. (Table 5.8) 
Among the stock exchange securities, government securities 
including government guaranteed bonds and Treasury Bills occupied 
the first place accounting for, on an average, more than 70 percent of the 
total investment in stock exchange securities. The second preference of 
the Corporation is in shares and debentures of companies accounting 
for on an average 20 percent of the total stock exchange investments. 
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(Table 5.9). Of this, the investments flowing to shares and debentures of 
Joint stock companies account for less than one percent of aggregate 
investments of LIC. (Table 5.10) 
Loans stand out as the second important component in the 
pattern of LIC's investment. In absolute money terms, the volume of 
loans is swelling annually and recorded a six-fold growth during 1990-
91 through 2004-05. (Table 5.12) Percentage share of loans in aggregate 
investment has however been constantly declining annually and came 
down from 33.6 percent in 1990-91 to 13.1 percent in 2004-05. (Table 
5.20) 
An insight into loans brings to fore the shift in preference of the 
borrowers by the LIC. Upto 2001-02, government used to be the largest 
borrower and accounted for around half of the total loans advanced by 
the Corporation. Since liberalization of the insurance sector from 2001-
02, the order of preference has shifted to 'other' borrowers, loans 
against policies and loans to joint stock companies. 'Others' borrowers 
which include loans to States for housing and other development 
activities received from 2002-03 onward 45 to 63 percent; policyholders 
got 22 to 27 percent loans and companies had 14 to 17 percent share in 
the total loans advanced by the Corporation. (Table 5.16) 
Loan contribution of LIC to infrastructure and social sector shows 
a fluctuating trend. As percentage to total LIC loans, allocation to 
infrastructure and social sector accounted for 13.4 percent on an annual 
average basis. (Table 5.14) 
Special deposits with central government rank third in the 
investment structure of LIC. These accounted for 5.6 percent of total 
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investments in 1990-91 but whittled down in a steady order to 0.4 
percent in 2003-04 and in the following year drew a blank and came to a 
naught. (Table 5.17) 
"Other Investments have ranged around 1 percent of the 
aggregate investment except in 1991-92 when they accounted for 5.2 
percent." 
Ha Impact of the opening up of insurance sector to private life 
insurers had its first dent on the market share of LIC in insurance 
industry. The Corporation prior to liberalization of insurance sector had 
control over the whole life insurance business in the country. After 
liberalization in 2000-01, the market share of Corporation is getting 
eroded each year. By 2004-05 the concluding year of this study, LIC's 
market share had come down to 91 percent. (Table 4.22) 
Impact second is that the 'Prescriptive Model' mandating the 
quantum and direction of investment has been remodeled by the 
Insurance Regulatory and Development Authority (IRDA) constituted 
at the time of allowing entry of private players into insurance sector. 
IRDA reduced the quantum of investment in government securities 
significantly. At the same time the Authority enhanced quantum of 
investment under the category 'Others' governed by Exposure Norms" 
to 35%. The LIC has now somewhat greater freedom and higher 
flexibility to make investments in high-yield dependable corporate 
securities, of course, within the parameters set by 'Prudential' and 
'Exposure Norms'. The impact is visible from 2002-03 onwards. 
Investment in 'Other Securities' which used to be less than 1 to 2.5 
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percent of total investment in Stock Exchange Securities from 1990-91 
jumped to 10 percent and upward in subsequent years. (Table 5.9) 
Impact third is found in the change taking place in the 
complexion and character of insurance sector in India in post 
privatization era. Conglomeration of financial services has taken place 
and financial institution are combining other financial services with 
their products. Bancassurance, the insurance linked with bank products 
and 'assurbanking', the banking linked with insurance business are 
being marketed by bank and insurance companies. Similarly, unit 
linked insurance plans are being offered by Trusts and Mutual Funds. 
H4 The impact of confinement of the LIC, in respect of its investment 
allocation, within the tether set by the legal framework impinges on its 
ability to effectively discharge its socio-economic obligations emerging 
from the new environment of liberalization, privatization and 
globalization of the Indian economy. Under the liberalized economic 
regime, a number of sectors have already been opened to private 
participation. As the economic reforms environment continues, many 
more sectors are poised to be privatized soon. The private sector is now 
growing in importance and economic and industrial development 
hinges on the private enterprise. Emerging private business 
organizations can only thrive and grow when institutionalized savings 
are channelized to them. Their securities being risky and vulnerable to 
market conditions, LIC prescriptive investment norms exclude them 
from subscription. A very paltry amount trickles as LIC's investment 
into only 'A Grade Scrips' of private business sector conforming to the 
parameters set by 'Prudential' and 'Exposure' norms. Investment in 
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these securities accounted for 0.01 percent in 1990-91 and grew to 0.1 
percent in 2004-05 of the aggregate LIC's investments. (Table 5.10) 
Even the mandated 15% investments by LIC for development of 
social and infrastructural sector are extended to central and state 
government authorities. (Table 5.13) 
As the penetration and density of insurance in India are still at 
the initial stages of depth, there is huge scope for insurance industry to 
tap the unexploited market potential. It means that tremendous amount 
of institutionalized savii\gs will be charmelized through the LIC and 
private insurers. On the other hand, private sector entry into different 
economic sectors is increasing and development of social and infra-
structure, like Power, Water, Sewage, Transport, Health, Education, etc. 
is being assigned to private sector at a fast pace in addition to industrial 
development. The present mandated investment pattern, the study 
concludes, is not conducive to allow the LIC and private insurer to fully 
discharge their socio-economic development obligations by 
channelizing the savings into private sector and the private enterprise 
shall remain ever excluded from institutionalized finance. 
Comments and suggestions 
Life insurance Corporation of India is one of the oldest and giant 
financial institution in India. The aggregate funds of LIC, their 
continuing turnover and growth are of very great importance in the 
overall capital formation and financing of the economy. The changing 
economic conditions emanating from the development process have 
direct bearing on the portfolio structure of the investors. The LIC, 
therefore should have risen to the occasion and channelized its vast 
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financial resources to the development of different sectors of Indian 
economy. However, the characteristics of its liability led the 
government to lay down a legal framework heavily aimed at protecting 
the interests of the policyholders. The LIC is under obligation to observe 
the quantum and direction, laid down in prescriptive model in making 
investment of its funds. This limits the freedom of the LIC of investing 
the fund in high-income yielding risky securities or cross the quantum 
limit if non-risky securities with adequate return are available in 
financing the industrial and infrastructural sectors. Because of the tether 
set for its investment operation the LIC is not able to take advantage of 
market conditions and increase yield on its investments. 
In developed countries there has ever been logical pressure on the 
investment policy of insurers, to accept the risks of the private sector of 
the economy rather than to seek the risk-less safety and low yield of 
government securities and bonds. Accordingly, there has been an 
increasing tendency among the insurance comparues in developed 
countries to take full investment advantage of their lack of need for 
liquidity and marketability. 
If we compare the Indian Regulations with those prevailing in 
U.K. which has a developed insurance market, there are no restrictions 
on the investment pattern in U.K. The value of assets has to be 
maintained at more than the value of liabilities. However, for valuation 
which is based on market value of assets, the admissibility of assets and 
caps on investments in particular assets have been specified. Yet, these 
rules do not preclude insurers from holding assets which are not 
admissible as long as they demonstrate solvency. The insurer has to 
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disclose all the investments completely so that the policyholders are 
aware of the investment pattern and its performance. 
Patterns of insurance investn\ent, thus, emerge and respond to 
the different economic and social circumstances and requirements of a 
particular country. India is a developing country and for the accelerated 
growth of the economy and the country has embarked upon the process 
of economic reforms. Economic sectors are opened to free and 
competitive market and privatization of infrastructure, social and 
industrial sectors is fast taking place. In this scenario, the private sector 
has been gaining importance. In order to perform well to the 
expectations of the masses, the sector requires massive doses of 
financial assistance. Insurance funds representing massive 
accumulation from the savers in the economy must now flow to the 
private sector on whose shoulders the development of the country now 
rests. 
The investment model of the LIC, thus, needs to respond more 
positively to the emerging requirements for finance arising out of the 
economic reforms process assigning infrastructure, social, industrial 
and various other development activities to the private sector. 
However, LIC's participation in the shares and debentures of new 
companies in private sector is very insignificant in relation to its total 
investments. The LIC has made little attempt to provide equity capital 
to new industries and to alleviate the problem of scarcity of capital for 
the new enterprises. The LIC has to come out of the syndrome of 
security combining with return and liquidity for its investment and 
come forward to share the finance risks also, which the present Indian 
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economy throws to the financial institutions required to assist in 
economic development. 
The Corporation has all along followed a defensive investment 
policy which has no doubt earned adequate yield to discharge its 
obligation. But it has not taken full advantage of its position as the 
largest investor in the country. In future, the LIC is expected to mobilize 
huge personal savings and as such the Corporation cannot escape the 
responsibilities of financing the economic development in the country. 
Suggestion is therefore, made that after a thorough search of investment 
opportunities, the LIC should devise methods to assist the development 
of new concerns. The risks involved in investments in private sector can 
be minimized by designing such methods of finance that suited the 
investment requirements of insurers. It does not mean that Corporation 
should take unproportionate risks. But the risks involved should be 
spread both geographically and individually so that chances of losses 
can be minimized. The Corporation must justify its existence as a giant 
and leading financial institution by pursuing a pragmatic, dynamic and 
diversified investment policy rather than operating within the existing 
tether of investment set for itself. It is further suggested that the LIC 
may not be precluded from holding assets which, though not 
mentioned in mandated framework, but demonstrate strong solvency, 
with condition that LIC must disclose all such investments completely. 
These suggestions, it is strongly felt, would go a long way in making 
LIC a great financial institution of the nation rising to the occasion to 
finance the current economic development moving at a fast pace under 
the impact of liberalization, privatization and globalization of the 
Indian economy. 
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